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J hough planned as early as 1911 when the author was in England and had 
«very facility for reference to official records, the work was not definitely 
undertaken in its present form till the commencement of 1918 duriim the 
term of the writer’s engagement with the Mysore University. The 
-exigencies of regular lecturing work, necessarily impeded the progress 
of the work, which was rendered all the more difficult owing to the absence 
of any considerable library facilities. The collection of material and com¬ 
pilation of figures had therefore to be carried on during spells of vacation passed 
in larger cities with better facilities for reference and research. It was therefor 
nearly two years after the work had first been taken in hand that it was fi 
-completed, and another year before it could be sent to the press 

This brief genesis will serve to explain the defects of compilation which the 
.author is conscious ^tll mar the value of the work to a very considerable extent 
It was impossible, white these pages were going through the press, always to incor- 
poratc in the text or the footnotes, any changes that , 

ing the subject matter of the discussion during the interval bet^ 11 ^ ^ a ^ CC ^' 
when the work was first completed and it was finally printed & t * rne 

In some cases an eleventh hour attempt has been made to make t] 

•more U p to date by including q brief summary of the most i ^ * ‘ lscus ' slon 

But altogether such a work must necessarily suffer in the author’”*^ <liauge5r 
the short coming of being never exactly up to date. i] 0 therefor * S °* UU *° n * rom 
work to the generous indulge^ of the critical reader not ° C0Imuen ^ this 
tion to minimise the ‘personal criticism against himself aU ' V * uten " 

view to secure a better reading for the work which the author^ a 

Attempts to meet a much felt need. °nestly believes 

Given the character of the subject matter of this 
•of its production and the limited circle of readers * ’ g ! VCn costliness 
for the work; the work would probably never ] )av '' * ^e expected 

the generous assistance of a public spirited citizen * \ * C ° n Polished but for 
be named. The author regrets that he should be de "• lj ° WeVer > Prefers not to 
Jicly to acknowledge his indebtedness but for which ° f an 0 PP<*Uuiity pu b 

have «e„ th. light ot daj. The his bnin 

to esepe altogether without mentioning ,| (11 ’ 8 lo " slight to be snWi 
received the most valuable assistance. C ,H>t ' tiori in which he has 



As hinted abov°, and contrary to legitimate expectations, the atmosphere 
of the University life in Mysore was not quite conducive to an undisturbed 
prosecution of research of the kind attempted by this work. Equally 
against all probabilities the wcik received an amount of encouragement 
while it was going through the press, and the writer obtained facilities for 
proof-reading etc., which, in view of the position he now occupies, must necessarily 
be regarded as a concession for which he cannot but be grateful. In cases of 
emergency when the printer’s devil required the immediate return of the Copy, 
the time bestowed upon proof-correction has never been grudged by those, 
who Lave much less reason to be generous in this regard, than a body like the 
University professedly meant to promote research. 

Similarly he has obtained valuable assistance in the compilation of the index 
and the contents from his present colleagues in the office, which he must here 
publicly acknowledge. 

In some respects the present form of the book does not quite realise the inten¬ 
tions of its author. The work was originally meant to be a comprehensive com¬ 
pendium of Indian financial problems which could not be regarded as complete 
without a review of local finance and n discussion of the finances of the Indian 
States, but both these have to be excluded for want of sufficient material to 
complete the picture. 

Similarly the author ha6 tried, as far as it rested with-him, to give point to his 
criticism of the existing system by formulating specific constructive schemes em¬ 
bodying his criticism and offering an alternative. The appendix is an illustration 
of such intention. It might have been doubled by the addition of another Draft 
Bill, recasting the tariff policy of the country, but for the fact that the entire 
policy in that behalf appears to be under consideration by a especially 
appointed committee. Pending report of this committee the author felt it 
would be premature to suggest a scheme of his own. ' 

i • 


158, Walkeshwak Road, 
Bombay, 150 May, 1921. 
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SIXTY YEARS 

OF 

INDIAN FINANCE. 


CHAPTER I. 


INTRODUCTORY. 


1. “ Able as has ever been the a:l ninistration of India * *» 8a jj jy 
'vfche time of the transfer of the jo/jra ns it of India to the, Crown ' 

“ Considerable and distinguished as hive been tho men whom tK f , 
has produced, and numerous as havo b e3a the great captains fl, i aJ mnUtr *K<w 
and tho able administrators of large districts with whom the D™ ^ cl ® V8r diplomat# 
the State of ths iinanca has lUi/i bm in/ alvad in n»rnlF f ? ta a< ? nt hu abounded, 
produced so many great men, seo.ns uovsr to hawe P »roio«V ai 1 ta li», that has 
Exchequer.” avo P“>iaoed a chancellor of th» 

This critique of Indian finance is more than justified if 

i the course of t>6 years from 1792 to the end of the East . Consic ^ er tJ iat in 
revenue of the Company showed a deficit. •[• during near! °° mpany ’ tll » 
of the East India Company, which was afterwards made tl * CarS .’ . The debt 
India amounted to £71,557,339 in 1333 ; and it cost £3 million + 

Wlone. The principal sources, ol Revenue and expenditure ' ln 1 Merest 

iable, unsystematised; and. Finance the most important' 6 Uacerta * a » 


Wlone. me principal »aa expenditure were 

unreliable, unsystematised; and. Finance the most important'* UaCorta * u 
of Government, was utterly, inevitably, neglected in the cent ^ <l partrnen 
the labours of a nation to brin^ into existence a strong settled ^ Wltuesse( 
perhaps, in course of time, a national Government f rom \ '' ’ ^ eacs ^» and 
.anarchy attending the downfall of the Mogul Empire <Umtl3t the chaos an 

An attempt is. made in this chapter to outline' 
feature of Indian Finance since the day that India berr bl ' e dy the saliei 
India Company to the time when the Empire was tak- 1 ° 111 P ilss *° the E»{ 

United Kingdom. 1 U P Crown of tl 







misr/tf 
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^ The following table * giving a general view of the Income and expenditure' 
of the Government of India under the East India Company in India and’ 
England, though not quite as accurate as may be desired, serves to make clear* 
the following points of criticism with regard to the finances of the East India. 
Company ever since it became a territorial power. 

REVENUE AND EXPENDITURE IN INDIA. 


<SL 


Years. 



Gross 

Revenues. 

Gross 

Charges. 

Net. 

Result. 




£ 

£ 

£ 

£ 

1792-93.. 


, . 

8,225,628 

6,940,833 

+ 1,284,795 

. • • • 

1793-94.. 



8,276,770 

6,593,129 

+1,683,641 

• • • • 

1791-95.. 



8,026,193 

6,567,808 

+1,458,385 

.... 

1795-96.. 



7,866,094 

6,888,997 

+ 977,097 


1796-97.. 



8,016,171 

7,508,038 

+ 508,133 

_ 

X797-98.. 



8,059,880 

8,015,327 

+ 44,553 

.... 

1798-99.. 



8,652,033 

9,139,403 

• • • • 

— 487,370- 

1799*1800 



9,736,072 

9,955,390 

# • • • 

— 218,718 

1600-01.. 



10,485,059 

11,468,185 

• • • • 

— 983,12(7 

1801-02.. 



12,163,589 

12,410,045 

# 9 9 9 

— 246,456 

1802-03.. 



13,464,537 

12,326,880 

+ 1,137,657 

.... 

1803-04.. 



13,271,385 

15,395,405 

.... 

- 2,124,020 ■ 

1804-05.. 



14,949,395 

16,115,183 

.... 

- 1,165,788 

1805-06.. 



15,403,409 

17,421,418 

.... 

- 2,018,009 

1806-07.. 



14,535,739 

17,508,864 


- 2,973,125 

1807-08..' 



15,669,905 

15,850,290 

.... 

- 180,385- 

1808-09.. 



15,525,055 

15,392,889 

+ 132,166 

.... 

1809-10. . 



15,655,985 

15,534,711 

+ 121,274 

.... 

1810-11.. 



16,079,197 

13,909,911 

+ 2,769,216 

.... 

1811-12.. 



16,605,615 

13,220,966 

+ 3,384,649 

.... 






13,501,566 


1812-13.. 



16,336,290 

13,515,828 

2,820,462 

... l 

1813-14.. 



17,228,711 

13,617,725 

3,610,986, 

.... 

1814-15. . 



17,297,280 

17,400,272 

.... 

102,997 

16 13.M .. 

.. 


17,237,819 

18,277,365 

. . • • 

1,039,546 

18)6-17. . 


•* 

18,077,578 

18,446,583 

.... 

369,005- 


.’ I): • )im ba<m «nnntnu ted from tl*c various return* in 1J ^ormnonH aiul the Ro 

port* 1 of the Select Compiur-e which are regularly appointed 11 *- ®* c “ renewal oh the Conumnv'ff 

Charter lu 17Q& ITO3, 131:;, 1833 and 13.03. 

A-—The column of Net Revenues inrludrs the pro?* receipts under the 'several Revenue heads* less 
repayment* and charges of collection that of Net < hnrges Include* txe cress expenditure under all head* 
(except repayments and charge of collection). lew* receipt® unoer‘ the Service heads of Expenditure. 

• ft eta.—The Receipts and Charge* up to 1335-30 arc at a shilling the sicca rupee. 
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Years. 


1S17-1S. . 

1818- 19.. 

1819- 20.. 

1820- 21. . 
1821-22.. 

1822- 23.. 

1823- 24.. 
1S24-25. . 
1825-26.. 

1826- 27.. 

1827- 28.. 

1828- 29.. 

1829- 30. . 

1830- 31 .. 

1831- 32.. 

1832- 33.. 

1833- 3-1.. 

1834- 35.. 
1833-36.. 

1836- 37.. 

1837- 38.. 

1838- 39.. 

1839- 10.. 

1840- 41.. 

1841- 42.. 

1842- 13.. 

1843- 44.. 
184-1-45.. 
1845-46.. 
•1846-47.. 
1817-48.. 

1848- 49.. 

1849- 50.. 

1850- ul.. 

1851- 52.. 

1852- 53.. 

1853- 54.. 

1854- 55.. 

1855- 56.-. 

1856- 57.. 

1857- 58.. 



Gross 
Revenues. 
£ • 

18,375,820 

19,459,017 

•19,230,462 

21,352,241 

21,803,108 

23,171,701 

21,280,384 

20,750,183 

21,128,388 

23,383,497 

22,863,263 

22,740,691' 

21,695,208 

22,019,310 

18,317^237 

18,477,924 

18,267.368 

26,856,517 

20,148,125 

22,359.967 

21,610,557 

21,632,680 

,20,151,750 

20,851,351 

21,840,018 

$.616,487 

23,586,673 

23,666,246 

24,270,608 

26,084,681 

24,908,302 

25,396,386 

27,522,344 

27,625,360 

27,665,145 

28,429,275 

27,916,058 

28,959,822 

30,671,958 

31,415,559 

31,643,267 


Gross 

Charges. 

£ 

19,168,485 
20,839,076 
20,992,123 
21,234,979 
21,192,410 
21,428,562 
22,127,475 
, 23,711,330 
26,082,306 
25,779,817 
26,014,407 
' 23,668,320 
20,624,674 
21,680,471 
18,524,828 
18,742,256 
18,217,969 
13,847,364 
18,104,618 
19,721,605' 
20,011,600 
21,480,596 
22,399,942 
22,721,481 
23.723,432 
24,052,405 
25,121,643 
24,459,328 
26.865,676 
27 -120,630 

26 , 947,545 

26,967,708 
27 > I 48,344 
2? .205,562 

27 , 151,377 

28,045,375 

30,183,227 

1 , 898,782 

31 , 971,872 

31,971,084 

40,044,552 


Net. 

£ 

M 


‘117,262 
' 610,898 
1,743,139 


M 


1,070.534 

338,839 


49,399 
8,009,283 
2,013,507 
2,638,362 
1,598,957 
152,084 
• • \ u 


—1,035,949 
—2,039,-648 
—1,571,322 
+ 374,000 
+ 419,798 
+ 513,768 
+ 383.899 
"2,267,169 
—1,938,960 

—1,299,914 
—55,525 
—8,401.285 


Result. 

. £ 

792,66> 

1,380,059’ 

1,761,664 


. 847,091 
2,961,147 
4,953,918 
2,396.320 
3,151,144 
927,620 


207,591 

264,337 

V . . . 


2,248,192 

1,870,130 

1 , 883,414 

1,435,91$ 

1,535,070 

793,082 

1,595,06$ 
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'^y (1) Both the Revenues and the expenditure are constantly increasing. 

But in neither case is any attention paid to the scientific construction of a 
proper financial system. With the exception of the Land Revenue, all other 
sources of revenue are those prevailing in the conquered or annexed territories 
without any attempt at a proper distribution of the burdens of taxation, or 
any attention to the economic effects of the taxes.* 


<SL 


(2) As regards* expenditure the most absorbing items were War an<L 
the Company’s Investment, or what afterwards developed into the Homo 
Charges. Here, too, no attempt was made to lay out money for the all-round 
development of the country. As the territory under the Company's jurisdiction 
was constantly increasing, the few endeavours at organizing the civil admini¬ 
stration, and concentrating attention on the internal development of the 
country, were bound .to be frustrated by the altered conditions. The military 
expenditure was necessarily uncontrolled and uncontrollable. 


(3) Each case of deficit was met by borrowing without any attempt being 
made to increase the revenues or reduce the expenditure and thus secure an 
-equilibrium permanently. The country was in a state of ceaseless wars. As the 
rulers of India under the Company had not yet mastered the science of War 
Finance, their only remedy was to postpone the evil day by borrowing. This 
-system more than justified the remark of Wilson—the first Finance Minister of 
India— “that the conditions of Indian Finance was one of chronic deficit.” 


(4) Almost all of the foregoing evils were due to the want of a separate 
clepartmentof Finance. All the members of the Supreme Government—the 
(Governor General in Council—.were equally employed in making and unmaking 
kings. No one, therefore, had any time or thought for Finance. 

II. PRINCIPAL SOURCES OF REVENUE. 

LAND REVENUE. 

The most important source of the East India Company's revenue, ever since it 
became a territorial power in 1765 by the acquisition from the Moghul Empero. 
— the sovereign de jure of the country—of the Diwani of Bengal, Bihar and 
Gri-;a, was the revenue from land. We do not, of course, take into consideration 
the revenues of the Company from the profits of its trade, not only because such a 
discussion would be outside the limits of our subject, but also because ever since 
the counting-house clerks had abandoned the pen for the sword, the Company's 
trade profits were steadily ebbing away as much on* account of the new war ex 
jpenditure, as by the scarcely concealed dishonesty of their servants. Land 
Re\ enue, th erefore, is a most important—and for a long time the 
fruitful-— source of tiie East India Company's income. 





> ( SL 

(A) LAND REVENUE IN BENGAL, BIHAR AND ORISSA. 


On the acquisition of the Diwani of the three richest Provinces of the MoghuT 
Empire, Lord Clive continued the system of revenue collection which he found 
in operation in the Provinces. The system was essentially the system established 
by the great minister of the greatest Moghul Emperor. According to Todar Mali's- 
system, all lands were divided into three classes. The share of the State was 
then fixed at one-third of the produce, which was afterwards converted into an 
equivalent in cash. This cash demand was fixed unalterably for a period of 
year3, aad was, under Akbar, collected from the cultivators (or land-owners) by 
the officers of the 8tate. Mr. V. S. Smith supports the view that AkbaTs 
settlement was Ryotwari— with the cultivator direct.* Though the' revenue 
demani varied in different provinces, as t. rule it was one-third of the pro luc > — 
double the pre.’io;i3 rate; but th m Akabar had remitted many other dues and 
taxes. In the century an 1 a half that followed Todar Stall’s famous settlem mt in 
1582, vario is changes were made, both in the amount collected as well • i tl 
mode of collection. The amount collected had been increased as followsVV" 


To Jar Mali’s Ssttlemeut 

1582 .. 

Sultan Suja’s >, 

1658 

Jafar Khan’s „ 

1722 

Suja Khan’s ,, 

1728 .. 


Its. I0,6D3 V 152 
•• ,, 13,115,907 

•• „ 11 , 288,186 

• - „ 14,215,561 


The mode of collection was altered owin'* 

* • i • j 'll f _» 


* u\wng to the growitlr * * 

capitali met farmers who paid the State in advance* . p0sU, ? Q °£ 

‘ undertook to collect the share of the State demands from 'dhe^^ ^ CXC ^ an S e 

they could realise more than they had paid to the State the ' ^ Caltlvutor3 - J f 

them as tlu-ir profit; an.l they naturally took care to ° ^ ACe i^ wa<3 kept by 
exceed their payments. If J however, by so ne f ' ma ‘ vS their collections 


them m vutsil jjiij.iu, «ix.4 tac-jr roo.v cire to ) 1 

exceed thjir paymmts. If) however, by 80 ne unfores^^^ ^ 3lr °°^ ec tions 

famine or war, the collections fell below the •'° a dreunstance. lik 

^ Payment, the on-,*-. . ~ 

bear the loss. ^tractors had to 

§ ?ro\ J. N. Sarkar in his work f n \[ 
foBowiog figures of Revenues for Bengal, Bil lar Atirangxebp. gives the 

,_L__ 0rUsa different peri 

* Cp. Vincent, Smith’-* \kibnr pp. 370-3S0. , _____ 

~. ... . . .. 

....... ... •- Sfltaw aaStetescote* - »• * w 

5Thp Irrii n-v cniihribh Rnl Clt tl o Chouth. S 10 canton) authority 

they are for not the same area in any two cases.'* ° fteQ ‘'Wcdlbly large it 

' « mu "t bo rememborml that 






The total Provincial Revenue was :— 


Year. 

Bihar. 

Bengal. 

Orissa. 

Total. 

1594 

55,47,985 

1,18,18,167 

31,43,316 

2,05,09,4(18 

1648 

1,00,00,000 

1,25,00,000 

50,00,000 

2,75,00,000 

1054 

1,36,32,523 

1,14,46,450 

56,39,500 

3,07,18,423 

1665 

95,80,000 

.... 

72,70,000 

1,68,50,000 

1695 

95,18,250 

1,15,72,500 

1,01,02,625 

3,11,93,375 

1697 

1,21,50,000 

4,00,00,000 

57,07,500 

5.78,57,500 

1700 ., , 

73,58,613 

1,31,15,903 

43,21,025 

2,47,95,541 

1707 

1,01,79,025 

1,31,15,906 

35,70,500 

2,68,65,431 

1720 

94,60,434 

1,40,72,725 

.... 

4,35,33,159 


As already observed, Clive and his immediate successors continued the system. 
The revenue demands of the Bengal* Subah in the three years immediately preced- 
ing the grant of the Diwani to the Company were :— 

In 1762-63 Es. 64,56,198 

„ 1763-64 „ 76,18,407 

(E. I. Co.) „ 1765-66 „ 1,47,04,875. 

The very first year of the Company 7 s rule made an increase of nearly 80 per 
■cent. And this increase in collection was progressively maintained in spite of 
famine. e * Notwithstanding the loss of at least one-third of the inhabitants^’ 
wrote Warren Hastings about this time, “ of the province aud the consequent 
-decrease of the cultivation, the net collections of the year 1771 exceeded even 
those of 1768.f” The following table illustrates the steady growth of the Com¬ 
pany’s demands from 1765 to 1779. J 


1705-66 

.. £ 2,258,227 

1772-73 

.. £ 2,886,968 

1766-67 

. . £ 3,805,817. • 

1773-74 

.. £ 3,160,186 

1767-68 

.. £ 3,608,009 

1774-75 

.. £ 3,574,915 

1768-69 

.. £ 3,787,207 

1775-76 

.. £4,198,017 

1769-70 

.. £ 3,341,976 

1776-77 

.. £ 3,971,440 

1770-71 

. . £ 3,332,342 

1777-78 

.. £ 3,688,088 

1771-72 

.. £ 3,259,564 

1778-79 

... £ 3,782,690 


The mode of collection was also changing imperceptibly. r Jhe East Tudia 
Company at first collected its revenues from the Native Agents of the Nawabof 
Bengal (1765-1769). Maharaja Nandktunar and Mahomed Reza Khan were the 

* N.B.—Sir John Shore In his famous minute of 18th June 1789 asserts that Zamindars existed in 
*th( time „f \kbar and they existed when Jaifar Ri^n was appointed to the administration under him ami 

kis sivM!wsor«. 

t Quote! in Hunter’s Annals of Rural Bengal. 

„ , $ ficurca are for the Total Revenues of the Province, not I>and Revenues alone. The land 

ffove/jue figure* are:— 


1771*72 

£ 2,341,051 

1772-73 

£ 

2,298,441 

1773*74 

£ 2,438,405 

1774-75 

£ 

2.777,870 

1775-76 

£ 

2,813,01 1 

1770*77 

£ 

2,765,043 

1777-78 

£ 

2,530,042 

177*70 

£ 2,650,809. 
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’Ifcwo distinguished Collectors of the period. Butin 1769 English supervisors wcro 
appointed to superintend the collection of Revenue and administration of j'ustice. 
'This double Government was as expensive as it was inefficient and therefore in 
1772 a five years settlement was made by Warren Hastings. The constitution of 
*the Company’s Government had altered* considerably when this first quinquen¬ 
nial settlement of land Revenue expired in 1777. The Government of the day_ 

-and particularly Philip Francis, the indefatigable opponent of Warren Hastings_ 

proposed to fix permanently the “ jumrna” or land revenue and make it a mat¬ 
ter of public record. But Warren Hastings preferred annual auctions on the 
►offchance of securing a greater revenue to the Company. The only concession 
that he would make was to give a preference to the old Zamindars in auctioning 
ithe land. For the next three years,’ 1778, 1779 and 1780 annual settlement of 
.revenue by public auction was adopted ; and thus the doubtful practice of tho 
Moghul Subhas seemed to receive the approval of the Company’s Government. 
Jt was continued for another ten years even after the reforms of 1781 when 
a complete code of Regulations was issued for the guidance of Revenue officers 
.■and Civil Courts. At the seat of Government a central Revenue Board, called 
.-the Committee of Revenue, was formed, which also approved the principle o J 
annual settlements of Laud Revenue in the plan it submitted for improves the 
system and increasing the yield. In auctioning, however, preference was to 
•be given to tho Zamindars. 

No wonder that under this system of annual revisions of revenue <le 
payable in cash, the results were disastrous. Lands passed inevitably 'into "the 
Lands of money lenders who could not possibly have any interest in agriculture 
•Speculation in land became a most fashionable—if somewhat rtslcv 0CG 
And though the Company’s treasury benefited to the extent of Rs" 26,00 000^' 
year, the increasing poverty of the little people and their.abandonment of ]. 
boded little good to the State in the near future. ' ands 

The Directors of the Company, however anxious they may have bee 
•dividends of the shareholders, coKld not for ever close their eyes to ° T 

policy. In their instructions to Lord Cornwallis, dated the l°th \° ^ ^ 
made clear their disapproval of the annual settlements, even th ,f U ’ * * ^«y 

ally resulted in increased" revenues. The exclusion of Zan ' 1 occasion- 

■of the country—in favour of mere speculators-~S eza jT UlUlarS ~~J ;he ca l >itali8t a 
■but. prove prejudicial to the interests aud the Well-b • & Amius ~ Co «ld not 

possible increase in the revenues might, not incone. 1 the 

by the defalcations, inevitable when such large si ' . Le counterbalanced 

such persons. The Directors, therefore, f av ' ' UUb to collected from 

hereditary Zamindars declaring that: ° UU| 1 revenue settlements with 

A moderate Zumma or t 

.». 

*•* -"fr jj-aSS a 


* Select Committee’s VJUporTpT lsTuote^by^utt p.^aT 
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And, as a preliminary step to the eventual conclusion of a permanent 
settlement of Land Revenue, they directed Lord Cornwallis to conclude a ten- 
years’ settlement. 

Lord Cornwallis, an English Nobleman and Land-owner, could not but sym¬ 
pathise with the landed interest—such as it was at the time—in India. The Board 
of Revenue—the new designation of the Committee of Revenue of 1781 could 
not, however, advise an immediate settlement for ten years before the necessar) 
inquiries were carried out. But in spite of the many pre-occupations and anxie¬ 
ties of a great war and of the reforms in the whole organization of administration,. 
Lord Cornwallis succeeded in establishing a permanent settlement of Land 
Revenue in Bengal, Eihar and Orissa bcfoie he left India. 

We shall postpone to a later chapter the discussion from an economic stand 
point of the relative merits of the different kinds of Land Revenue settlement. 
In this brief resume of the Company’s policy with regard to the most important 
of its sources of revenue, it would suffice to indicate the motives which in luenced 
the authors of the Permanent Settlement in Bengal. Says Sir J. Shore—afterwards 
raised to the peerage as Lord Teignmouth — the able councillor of Lord Cornwallis, 
*nd Governor General of India 1795-1798, in his celebrated minute (18th June 
1789$ on the Permanent Settlement of Land Revenue in Bengal:— 

« Tho leading principles upon which I shall ground ray propositions for the ensuing 
settlement an.* two : The security of Government with respect to its revenues arul the 
soenritv of protection of its subj *cts. The former will bo best established by °onclucling 
a Permanent settlement with the ZamiiKinrs or proprietors of the soil. The land their 
property is the security of the Cover inont. The second must be ensured by conying 
into practice, as far as possible, an acknowledged maxim of taxation. 1 he tax which 
each in ividmd ia bound to t ay oug't to l>o cott^iu, not arbitrary. The time of 
payment, the manner of payment, t»c quantity to bo paid ought all to be dear and 
plain to tho contributor and every other perron.*” 

Sir John seemed to have somewhat abated his ardour for Permanent Setllo- 
ment as shown hy a later minute. But Lord Cornwallis remained firm. His 
minute of 3rd February 1790 reviewed Sir Jolm’sf new arguments and replied to 
them. The Directors approved of His Lordship's views in their despatch of 
•JDfcli September 1792. And thereupon Lord Cornwallis issued a proclamation, 
«n 22nd Hard* 1793, announcing the permanency of Settlement which h®^ 
already been concluded or was yet in progress. And Regulation 1 <>f 
was passed accordingly. 



in l? 93 f° r 

,,d had amounted in 
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first year of the Company’s Diwani, 1765-66 being Rs. 1,47,04,875. So that ifc 
was raised within a generation by 200 per cent. It needs but to mention this 
figure to show (1) that the Permanent Settlement of 1793 did not in any way err 
on the side of liberality at the time it was made, whether \ve consider the actual 
amount demanded, or the proportion (90 per cent.) of the rental fixed as the 
basis of the demand, (2) But-it also shows that the demand being once fixed, the 
Zamindars, whether they were originally land-owners or not, got full proprietory 
rights in their Zamindaries ; that capital investment in agriculture was thereby 
encouraged, and that to-day the amount paid by way of land revenue to the- 
State in Bengal, Bihar and Orissa, is a steadily diminishing proportion, being less 
than 25 per cent, of the total rental of the landlords. 


(B) LAND REVENUE SETTLEMENT IN MADRAS. 

In Madras the situation of the East India Company was materially different. 

1 hough the first beginnings of theCompany’s military power were made in Madras* 

and though the defeat of the rival European power was crushing and complete,. 

i time theCompany s possessions in the Peninsula remained insignificant. 

^ 1 on ^ v a roil’.tary incident the Battle ofWandewash w^as, perhaps, a much 

^ a than the Battle of Plassey. But the consequences were different. 

.. . lni l- 1 °f Plasse> led irresistibly to the Diwani of Bengal, Bihar and f>rlssa; 

^ " U ^ "as dissipated in the ill-timed haste of the Company^ 

servants to enrich themselves m f / , 

mnt in i. vh***^, ' 1 '° an5 ' 

of T\nrnntii' tlu ir , 1 , ; . . ‘ territories of the Nawab Mahomed All 

ol KarnatlC > 1ltn dominant portion used bv thnX' 

y f us also used in 1 but f u- a much shorter tunc L'th.'il’' * *** 

The Nawnb’s vices ministered to t he greed of his allies. Jlc^nduc^lr bh£ 
tered into contracting debts of enormous suras to the servants of,the Corananv 
who charged interest, not in portion to the value of the money lent,but in Ljrl 
dance with their calculations of getting rich* ti i • 

could ofTer to his grasping creditors was the revenues of hi o'* 1 -' ^ ^ 
therefore, collected by the Company’s servants in th it0mUUOns ’ NV0Ie ». 

wholesale farming of the revenues of the richest pro • ainc 0 the Nawab. H113 

tent with any dictates of moderation, foretW}V Was obv ' 4 ' us, - v incouais - 
I’residenev, therefore, has no revenue historv 'Z State ^a.nship. The Madras 

f-ntury, beyond the miserable story of the W w ^ Upt ° the Cl ° SC ° f 18th 
of the (lunnimu 1 . -- nt8 aiM j t '|. o greed and unbounded rapacity 

3 creditors. The revenues from tlie 


ompany 8 servants and the Nawab 


W8S ,>t0UKtlt before p’jiijj'etortune in a short time that In l7Si. when the 
up ni, ho had at least. 10 voles in that august body 


1V R ^ort Commits of s 
^ ala ^ forthepe ^^^-^n 
Total deficit .. £ *07.042 

*• £ 041.782 


:} 
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districts which the Company had acquired were often insufficient to meet the 
• expenditure as the following table shows :— 


Year. 

Total Revenue. 

Expenditure 

Net. 

Surplus or 
deficit. 


£ 

£ 

$ 

1767-68 

381,330 

489,012 

— 107,682 

1768 69 

369,720 

691,471 

— 321,751 

1769-70 

500,100 

•167,492 

+ 36,608 

1770-71 . 

562,359 

434,392 

+ 127,960 

1771-72 

558,860 

407,446 

+ 151,414 

1772-73 

529,233 

309,138 • 

+ 220,095 ' 

1773-74 

524,762 

407,144 

+ 117,618 

1774-75 

503,629 

454,589 

+ 49,010 

1775-76 

514,591 

345,867 

+ 168,724 • 

1776-77 

563,349 

533,182 

+ 30,167 

1777-78 

283,198 

485,830 

— 202,632 

1778-79 

494,208 

803,924 

— 309,716 


The history of British rule in the Madras Presidency, as we know it to-day, 

. can be said to commence properly only after the final defeat of Tippu Sultan inl799. 
It is true the Northern Circara had been acquired long before that, along with the 
Diward of Bengal in 1765. But the cession, though made by the titular emperor 
of India, was not quite accepted by the de facto ruler of the Province— the Sube- 
dar of the Deccan — till the time of the Mysore Wars. The Court of Directors had 
instituted a Committee of Circuit as early as 1775 for those districts, \\ith a view 
.to make some definite arrangements for the collection of land revenue from those 
districts. But the committee was abolished by Ilumbold in 1778, and he made a 
five years’ settlement with the Zamindars of the Northern Circars, after enhancing 
the revenue demand by 50 per cent. The practice of annual settlements was re¬ 
sumed in 1783 which lasted up till 1786, when a three years’ settlement was made 
which was changed into five years in 1789, the State demanding two-third of the 
Zamindars’ gross collections. The same arrangements were made with the new 
District. .,f Gun tool* acquired in 1788*. 

Besides these Zanimdarl kinds, there were in the Northern Cirears, also other 
lands, knoWn as the Hatkli lands belonging more directly to the Government 
These lands were mostly tracts adjoining the chief cities, and reserved, under 
the old regime, for the supply of the garrisons and Civil Government. After the 
establishment of British rule in the Circars, these lands were left to be settled at 
the discretion of the Government. And the Company at first adopted'the system 
M farming out the revenues of these districts through the agency of speculating 
renters *|* The existence of the village community was ignored, in spite of the im¬ 
memorial custom, accepted by all previous rulers, in settling and collecting the 
•land revenue through the agency of the village Corporation. The first reform was 
made in 1787 when revenue collectors were appointed, who adopted; two different 

♦ vide Beport 1812. 
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'methods of collection. In some places the farming system was continued while 
in others the practice of collection in kind from the cultivators direct was adopted. 
This ipay be taken to be the beginning of the later-day'Ryotwari system, though 
the general practice at first was for the Collectors to make settlements with the 
head inhabitants of the villages, who then made a separate arrangement with 
each individual cultivator. In 1794 the Company abolished the chief and Councils 
and the Collectors became directly responsible for revenue settlements under the 


Board of Revenue*. 


The Zamindary lands in the Northern Circars were permanently settled in 
1802-5 under the influence of Lord CliveJ*. The Havelilands were then parcelled 
• out into Mootahs in the same period, each yielding a revenue of between 1,000 to 
5,000 Star Pagodas , and were sold by public auction as permanent Zamindaries. 
So also the Jaghir lands round about the town of Madras. 


The other districts of the present day Madras Presidency were acquired between 
J 792 and 1802. Cornwallis added to the Company’s possessions, in the South Salem 
and Krishnagiri and the Baramahal after the Peace of Seringapattam. Welle¬ 
sley annexed Canara, Coimbatore, and Palghat from the Mysore territory in 1799. 
The Raja of Tanjore, who had been ousted in 1773 to satisfy the greed of Maho¬ 
med Alli’s creditors and restored in 1776, was now finally deposed ; and his terri* 
lories helped to round up the Company’s dominions; while his old oppressor—the 
Nawab of Arcot—was made by the same Pro-consul to retire on pension, and the 
whole of the Carnatic was added. The country between the Krishna and tho 
Tungabhadra was ceded by the Nizam, under the subsidiary alliance, and the 
Madras Presidency was practically completed. The settlement of these new dis¬ 
tricts was for a long time a vexed question. The generation which had influenced 
and carried out the Permanent Settlement of Bengal was passing away. The 
needs of the Company were constantly growing and the conclusion of a fixed 
settlement —unalterable at my time in the future—was beginning to be regarded 
-•as injurious to the interests of the Government. 


Conspicuous among the settlement officers of the time stands the name ot 
Sir Thomas Munro. His first settlement experience was in the Baramahal which 
he settled on the Ryotwari basis oorhph'tely in 1798. The new system was all 
the more easily adopted as there were no great land-owners in the country, corres¬ 
ponding to the Zamindars of Bengal, or the Northern Circars. It involved much 
greater trouble in management, owing to there being 20,000j different individuals 
^ 0,11 " I'ooi the revenue had to be collected. But the total yield was considerable, 
and Mumo became confirmed by this experience in the belief regarding the advant- 
■ 15 , 0 a °twari settlement. He did, indeed, desire an elenient of permanency 
culture yth the Ryots in order to stimulate’ improvements in agri- 

_ t ^ ie Maf kus Government did not adopt the suggestion. He was 


t 

t 


V Kcport ibid Ul2 pi;-.--- 
A son of the great Lord clivf 
Muoro's letter- dated 21st September 1800. 
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^icn appointed to settle Canara (1801) and the Ceded Districts of the Nizam* 
(1801-07) in all of which he adopted the system of settling and collecting the 
revenue from each individual cultivator. From an,exclusively revenue stand¬ 
point the results were eminently successful, as the revenue from land was raised 
from £402,637 as it was before the Settlement* to £606,909 after the 
Settlement. But the mischievous principle was established whereby revenue 
officers began to judge of their elficiency according to the amount of their 
collections, no matter what the hardships of the practice might be. 

The Malabar Districts also, which had been acquired in 1792, and were at first 
made* over-to the Bombay Government, were also settled mostly on a Ryotwari 
basis. The experience of the Bombay authorities in eight years of administration 
was not very encouraging. They had at first adopted the system of annual settle¬ 
ments with tlie Rajas and Nair Chiefs, but on the failure of the latter to pay punc¬ 
tually, their lands were confiscated. They made a futile rebellion. The Province 
was then'transferred to the Madras Government, who, under the direction of Lord 
Clive, made some settlements with the Nair Chiefs ; but they were gradually ousted 
and separate settlements with individual cultivators became then the rule. 
The same fate befell the Pattakdars of the Tanjore territory which was annexed in 
1799. The Pattakdars were the head ryots treated by the old Rajas as the middle 
men for their revenue! demands. The British Government made settlements with 
individual cultivators (1804) fixing the revenue with reference to the produce of an 
average number of years, without any survey valuation of the lands. 

The Polygars of the Karnatik fared hardly better. The first settlement under 
the British Government (1799-1800) raised the revenue demand at once by 117 
per cent, against which the Southern Polygars openly rebelled, but the rebellion 
was put down and a number of estates were confiscated. The revenue demand 
was made progressive for several years, to be fixed ultimately at 66 per cent, of the 
gross collections, and was afterwards reduced by the permanent settlement of 
1803 to 51 percent, of the gross rental in the districts of Tine /ellv, Ramn^d, 
Sivaganga., This system was afterwards adopted in other parts of the Karnatic 
excepting Chittoor where most of the Polygar estates were confiscated and 
settlements were made with the tenants directly. 

The whole question of the Land Revenue settlement formed the subject of a 
very animated discussion in the early years of the last century (1807-1820), the 
Madras system being the occasion and and the focus of the discussion. The respec¬ 
tive merit * of the three diderent system's—theBengal system of Permanent Settle¬ 
ment (Zainiiidari),the Madras system of Ryotwari settlement, made'permanent as 
auggesfei by Munro in 1807, and the Mauzawari settlement with the village com¬ 
munity, us lggested by the Madras Board of Revenue—were hotly debated upon. 
The Ryotwari system was urged by Munro as combining the advantage* to the 
Government and to tlie people if certain modifications he suggested were made- 


♦ V. .Report 1812 O. 124. , 


V 




MINISr/f^ 



13 

The settlement with the Ryots, lie thought, ought to be made permanent, after the 
demand was reduced from 45% of the produce to 335%. That would en¬ 
courage agriculture, not only because a larger margin would be left to the enlti 
vators, but also because new lands would be taken into cultivation more readily. 
The two other alternatives did not meet with the approval or the Court ofDirector.% 
and so the Ryotwari system was ordered to be adopted, without tlie changes sug¬ 
gested by the statesmanship of Munro, in all the new Provinces. 

The following table shows the growth of Land Revenue in the Madras 
Presidency under the Company '.—(1800-1837). 

MADRAS LAND REVENUE. 


<SL 


Year. 

£ 

Year 

£ 1 ■ 

1792-93 

712,760 

1815-16 

3,609,668 

1793-94 

789,050 

1816-1? 

• ^ i 

3,826,107 

1794-95 

891,640 

1817-18 

3,856,433 

1795-96 

929,200 

1818-19 

3,799,410 

1796-97 

900,534 

1819-20 

3,791,931 

1797-98 

732,983 

1820-21 

3,738,460 

1798-99 

856,866 

1821-22 

3,708,401 

1799-1800 

883,539 

1822-23 

3,769,369 

1800-01 

957,799 

1S23-24 

3,741,100 

1801-02 

1,095,972 

1824-25 

3,765,212 

1802-03 

933,108 

1825-26 

3.798,682 

1803-04 

921,646 

1826-27 

3,669,312 

1804-05 

993,849 

1827-28 

3,605,226 

1805-06 

1,097,416 

1828-29 

3,649,012 

1806-07 

963,440 

1829-30 

3,522,100 

1807-08 

1,039,671 

1830-31 

3,460,329 

1808-09 

1,057,628 

1831-32 

3,252,117 

1809-10 

.. 1,\S4,253 

1832-33 

2,940,703 

1810-11 

1,071,666 

1833-31 

• 3,176,708 

1811-12 

1,048,844 

1834-35 

• 3,256,855 

1812-13 

.. 1,159,778 

1835-36 

. 3,297,602 

1813- 14 

1814- 15 

892,793 

3,887,555 

1836- 37 

1837- 38 

• 3,161,490 

• 3,431,270 

(C) LAND 

REVENUE IN THE NORTHERN 
AGRA AND OUDlt 

PROVINCES 


uiai-nuis WHICH are in thn t> 

u,1 »! Oudli came under tile British rule very gradually r ovlnpes 0 Agra 

around were annexed by Hasting, in m 5 jV 

^udl ( . Allahabad and the adjoining districts were ceded i' ° v aWab 

conquests of Lord Lake in the Mara,ha War „ f*"* ia «*»• 

^ Ganges and the Jumna. Finally £££ j? J ^ 

11 1856. 1» ounce ol Oudli was annexed 
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The first to be settled was the Benares territory. The Baja of Benares by a 
treaty of 27th October 1794, relinquished all his rights to theBritisli Government 
except the Zamindari rights over the tract which had formed the original patri¬ 
mony of his family. In the following year a permanent settlement, similar to that 
of the Bengal Settlement, was made with the village Zamindars. 

The districts ceded by the Nawab of Oudh inl801 and the Provinces conquered 
by Lake in 1802-03 were the next to acquire a settlement. Henry Wellesley was- 
the first administrator of the ceded districts and he made a three years'settlenient 


raising the revenue by nearly 25 per cent, over the Nawab’s demand*. ByBegu- 
lation XXXV of 1803 it. was notified that after the first triennial settlement, ano¬ 
ther settlement for three years would be made,to be followed by one of four years,, 
and at the end of ten years a permanent settlement would be made. The conqtier¬ 
ed provinces were also placed under the same regulation. Regulation X of 1807, 
repeated this pledge. But, meanwhile, the Special Commissioners appointed in 
1807—Cox and Tucker—pronounced against a Permanent Settlement concluded, 
so soon after the acquisition of the territories And though their suggestions were 
condemned by Colbrook in a strong minute of thal , , the Directors had already 
realised the value of temporary settlements and they < hired : ''Lcs against 
permanent settlement in no ambiguous terms. Lord Mnito and hi - councillors 
fought hard against this policy of “ Grasping at the highest revenue and wring 
ing from our peasants the utmost rent; ” but to lio avail. The directors looked 
not so much to the ultimate interest of the country, but to their own dividends^ 
(which were after 1813 seriously threatened by the curtailment of their trading, 
monopoly) which could not but derive considerable benefit from the steady in*- 
crease in revenue as shown by <§? tabic X : — 

CONQUERED AND^CEDED DISTRICTS-NORTH INDIA. 



Land 

Total 

Year. 

Revenue. 

Revenue. 


£ 

£ 

1807 

2,008,955 

2,065,396 

1808 

2,042,347 

2.304,0(54 

1809 

2,254,791 

2.579,949 

1810 

2,392,852 

2,782,642 

1811 

2,414,737 

2,711,728 

1812 

2,224,709 

2,646,858 



Land 

Total 

Year. 

Revenue. 

Revenue- 


t 

£ 

i813 

2,508,681 

2,931,90(5- 

1814 

2,502,223 

2,815,579- 

1815 

2,483,133 

2,891,045 

1816 

2,665,667 

3,130,8515 

1817 

2,626,761 

2,926,923 

1818 

2,892,789 • 

3,262,355 


* The .Na wab's Land revenue assessment v s Rg. 1,35,23,474. 

Critlih Atscsiment. 

First mr Its. 1,56,10,627 

Second year „ 1,61,62,786 

third year „ 1,68,23,063 

Dutt: India under Early British Rule p. 175 . 
f L. Rep. dated 13th of April 1808 (Holbrook’s minute of 171 h March 1820. 

t R, IV—The difference between the Land Revenue and gross or total revenue is accounted for by fch* 
Akbari Revenue or income derived from the toxatiou on the salt of spirituous liquors in the province— 
practice inherited from the preceding Government. 

N.B -The total land revenue of the ceded districts an 
Wellc-slcV—the first administrated—to amount to £2 millions 
ceached in 1811 ujid was regularly* ' ceeded after 1813. 


d conquered provinces were calculated byHenrf 
’ally settled. The figure wad very 
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Lord Hastings and his Councillors made one more effort for a Permanent 
Settlement in these parts. 


<«Ib is our unanimous 


opinion,” they wrote, “ that tho system of a P >. 
Settlement of tho Land Revenue, either upon the principle of fixed Jumnm^ or^T 1 ^ 
assessment determinable by a fixed and invariable rate, outfit to be ertonriJi < ? n 
Ceded and Conquered Provinces. * ” extended to the 


But the Directors’ reply was once more unmistakable and peremptory. j n 
1819 Holt Mackenzie—the Secretary to the Board-had recommended a settlement 
with the village,communities, wherever they existed, after a systematic survey 
and inquiry with the rates of Revenue equalised as between the differ nit 
districts-)-. By 1821, Permanent Settlement had become altogether out of the 
question. Mackenzie’s suggestion was, therefore, accepted as the working basis 
The Government Resolution of 1822 insisted upon the revenue demand' b ' <i 
made at a fixed and moderate rate, and recommended that settlements bo “'T 
with the landlords wherever they existed, and with the villas c-omim T" & 
where land was held in coparcenary. Regulation VII of 1822 declared tl 
principles on which the settlement of Land Revenue in those Provinces war 
be made. The Settlement was made village by village or estate by estate +° 
The assessment was to be so fixed as to leave to the landlords a net profit, 0 f on 
per cent, of the Jumma, or, in other words, the State demand was to be as iii.q, 

83 per cent, of the rental. In those estates which were held in common tenanev 
the State demand was to he as high as 95 per cent of the rental, the 5 p t , r cent 
deduction from the total rent being allowed by way of Malikana allowance. 
This was the first attempt to carry out to its logical conclusion the theory of the* 
Stjite ownership of land. • 


The policy of exacting the utmost possible from land was bound to, and did, 
indeed, defeat itself. Within ten years after the Regulation of 1822 Lord William 
Bentiuek had to reduce the State demand fiom.83 to 66 per cent, and fix n .a 
30years during which a settlement was incapable o{ revision or enhanccmen v 
Martins Bird was appointed to make a new settlement on this basis;and his labour 
°f nineye«rs(J833-l842) laid the foundation of the present Land Revenue svs * 

° l the United Provinces. He started by making a summary of all the bin l i ^ 

f lV '" U atea > uik1 iacluded evef y field wi,bin j the area in a map prepared, forthe Z 
L'c 0 '. A pr ° feSS10ual surve - v " aS tI,en madc Showi “g separately the cultivated an, 
u ' lltlvatcd lands - Then followed the most arduous portion of the work. Th 

uZ ^ Z a “ eUtiie area "' aS fiXed ’!° beapportio ^ d finally, among the village 
^pmed within the area. Though the rule of 66 per cent of the rental was idol 

IU ' eVl0US aSSe88ments ’ the HatUre ° f th ° 8oU a*‘d crops were taken int 

SenfiT ’ the dctermlnatlon of * he reDtal Was “one the less a guess-wov! 
^ ng very much upon the personal bias of the settlement officer. Tho idc 

t x, - cnu ® Letter of 16th Soptoinber 1820. 
t ^ nufce of July 1st 1819. 

* It.* 1506 '* K ‘° designation of Mahalwari settlement* 

Nation 1833. 1 







i6 

of a permanent settlement was abandoned, but Bird intended and desired to mal\<> 
this settlement permanent at least in those areas which were already fully 
cultivate 1. 


This settlement was made more regular by the “ Directions to Settle- 
” drawn up in 1812 by Taouason, the Lieutenant -Governor of 
The Settlement was finally complete! in 1319 and was 
their despatch of August 13, 1831. The total Land 
Northern India in the last ten years of the 


ment Officers 
the Province in 1813-53. 
approved of by the Directors in 
Revenue demands and collections in 
settlement operations were:— 


Year.* 

Demand. 

Collection. 

1838-39 . 

. 4,55,899 

3,630,215 

1839-.40 . 

. 4,120,668 

3,565,281 

1840-41 . 

. 3,764,262 

3,470,402 

1841-42 . 

. 4,161,903 

3,883,357 

1842-43 . 

. 4,391,890 

4,013,812 


Year. 

Daman 1. 

Collection. 

1843-44 . 

. 4,349,415 

4,110,514 

1844-45 . 

. 4,345,882 

4,123,74 4 

1845-46 . 

. 4,301,337 

4,200,311 

1846-47 . 

. 4,307,70.) 

4,232,122 

1847-48 . 

. 4,292,166 

4,248,532 


The only defect of this assessment was that the fixing of the Land Tax was 
uncertain and excessive. Article 52 of Thomson’s directions had indeed defined 
the net produce clearly enough, but the demand of 66 per cent, humane as it 
was compared to the previous demand of 83 per cent, left but little to the smaller 
. cultivators. Hence for the next settlement revised rules were issue!, in connection 
with the resettlement of the Shaharanpur and the most famous of them, 
Rule 36, runs :— . 


“ The assets of an estate can seldom be minutely ascertained, but more certain 
information as to the average net assets can be obtained now than was formerly the 
case. This may lead to an over assessment, for there is little doubt that the two- 
thirds, or 66 per cent, is a lrfrger proportion of the real average assets than can ordi¬ 
narily bo paid by Proprietors, or communities in a long course of years. For this 
reason Government had determined so far to modify the rules laid down' in paragraph 52 
of the directions to Settlement officers as to lin.it the damand of the State to 50 per cent of 
the average net assets. By this it is not meant that the Jumma of each Mate is to 
be fixed at one-half of the net average assets, but that in taking these assets with 
©the- data into consideration the Collector will bear in mind that about one-half, 
and not two-thirds as heretofore, of the well ascertained net assets should bo tho 
Government demand**’ 

This rule is now the basis of Laud revenue settlement of India in all 
provinces where the demand is not permanently fixed. 

(D) LAND REVENUE IN BOMBAY. 

Relatively speaking the Province of Bombay came much later under British 
rule, though the earliest English settlements in India were on the Western Coast. 
Ail through the eighteenth century the expenditure of Bombay habitually 
exceeded the revenue. x 


* These figures are taken from Dutt's India under the Queen, p. 46. It is difficult to give the figure* 
for these Provinces continuously from their conquest as for a Ions time they formed part of the Presidency 
of Bengal. It is only since 1835 when they ’vere separated t hat it is at all possible to compile separate figures' 

Tilts tartar orobabiy explains also a part of tbj later-day variations in Provincial revenues -the constant shift' 
sngof territories. 
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This Table shows the Revenue and Expenditure of the Bombay Presidency during 1792 to 1857 

Year. 

Land 

Revenue. 

£ 

Other 

Revenue. 

£ 

Total 

Gross Revenue. 
£ 

Gross 

Expenditure. 

v, i; £ 

• 1792-93 

79,025 

157,530 

236,555 

844,096 

1793-94 

82,050 

212.6S6 

294,736 

906,745 

1791-95 

70,238 

242,252 

312,430 

823,910 

1795-96 

64,085 

213,511 

277,59b' 

, 783,037 

1796-97 

39,724 

276,213 

315,937 

11 932,394 

1797-98 

38,872 

299,317 

33S,189 

998,169 

1798-99 

37,007 

337,530 

374,537 

1,230,315 

1799-1800 

31,364 • 

384,299 

415,683 

1,577,132 

1800-01 

45,130 

241,327 

236,457 

1,432,832 

1801-02 

54,571 ' 

252,421 

305,992 

1,114,825 

1802-03 

68,015 

292,531 

359,546 

1.410,263 

1803-04 

305,861 

252,787 » 

558,648 

1,895,483 

1804-05 

384,740 

303,808 

715,518 

2,338,279 

1805-0G 

471,344 

375,112 

848,486 

2,761,296 

1806-07 

388,536 

384,333 

772,859 

2,474,209 

1807-08 

417,186 

353,505 

770,691 

2,372,142 

1808-09 

427,033 

313,243 

740,276 

2,062.814 

1809-10 

396,482 

295,432 

691,914 

2,031,671 

1810-11 

437,108 

321,264 

738,372 

1,057,165 

1811-12 

433,785 

30S,941 

742,726 

1,542,485 

1812-13 

420,323 

267,466 

687,789 

1,493.232 

1813-11 

400,802 

358,350 

759,152 

1.5S9.329 

1814-15 

488,998 

330,206 

819,204 

1,615,200 

1815-10 

467,777 

351,039 

818,816 

1,937,430 ' 

1816-17 

498,102 

382,303 

860,105 

1,902,460 

1817-18 

868,407 

134,398 

1,302,415 
. ' •) 

1,885,786 

1818-19 

1,143,041 

1,078,164 

517,159 

1,660,200 

2,492,193 

1819-20 

499,769 

1,577,932 

2,395,844 

1820-21 

1,818,314 

'582,998 

2,401,312 

fc,197,366 

1821-22 

1,761,910 

1,093,830 

2,855,740 

3,609,894 

1822-23 

1,551,592 b 

1,722,855 

3,274,447 

4,264,448 

1823-24 

1,607,088 

1,182,462 

2,779,550 

3,228,150 

1824-25 

1,208,735 

576,482 

1,785,267 

3,279,398 

1825-26 

1,627,237 

635,156 

2,262,393 

4,907,020 

3,975,411 

1826-27 

1,873,427 

715,556 

2,588,983 

1827-28 

1,817,873 

424,452 

2,542,325 

4,033,477 

1828-29 

1,722,335 

601,467 

2,331,602 

3,652,786 

n 1829-30 

1,585,432 

838,001 

2,421,433 

3,600,841 

1830-31 

1,650,061 

891,075 

3,541,136 

3,594,472 

1831 -32 
}832-33 
1833-34 

183W 

1,395,891 

700,452 

2,098,243 

1,416,079 

1,411,986 

633,354 

2,125.340 

2,662,741 

1,629,580 

662,627 

2,292,207 . 

‘2,660,037 

1,544,183 

642,751 

‘2,186,934 

2,591,214 

la^'30 

&-37 

3 : 

1,719,895 

704,519 

2,424.444 

2,072,087 

1,842,759 

863,103 

2,705,862 

2.9D9,S78 

i;858,525 

730,040 

2,587,085 

2,914,80,7 


<SL 




The land revenue system in the annexed territories as well as the whole orga- • 
nisation of the preceding Governments of the Peshwas gave prominence to the vill' 
age community. The Government dues were collected through the Patels or the 
headmen of the villages, who were hereditary chiefs holding their land and get¬ 
ting their fees in virtue of a grant generally made by the Moghul rulers of the 
country. Under the famous Mirasdari tenure the Deccan Ryots were proprietors 
of their estates on condition of paying a fixed land-tax to the Government. 
Mount Stuart Elphinstone, the first Governor of the Province, issued his 
instructions to the Collectors and Mamlatdars in his letter of July 10th and 
14 th, 18T9. The basic principles were “to abolish farming but otherwise to 
maintairf the native system, to levy the revenue according to the actual 
cultivation, to make the assessment light, to impose no new taxes, and to do 
none away unless obviously unjust ; and, above all, to introduce no 
innovations.* ” 

The various district administrations were then allowed to gather their own 
experience, and on the submission of the reports together with the minute of Mr. 
Chaplin the Commissioner of the Deccan in 1822 (20th August), Elphinstone 
ordered a gradual survey and assessment of t he whole presidency. He ordered 
once again that the authority of the village officers and the ancient rights of the 
cultivators should be preserved. The idea of survey settlements was approved ol 
by the Directors, and they were therefore commenced (1824=28) by Pringle. 
The settlement of Land Revenue was to be based 04 the principle of Munro in 
Madras, i.c ., l/3rd of the field produce being taken for the State, j Pringle’s 
assessment 

was based on a measurement of fields, and an estimate of the yield of various soils, 
ai well as the dost of cultivation; the principle adopted being to fix tko Government 
demand at 55 per cent of the net produce, £ liut the measurement was so faulty, and 
the assessment so heavy that “Prom the outset it was found impossible to collect 
anything approaching to the full revenue §.” 

The system was eventually abandoned and a resurvey ordered in 1835,carried 
<jui by Goldsmith and Wingate whose twelve yeais labours ended at last in a regu¬ 
lar settlement. They abandoned the attempt to fix a standard or ideal assessment 
by discovering the yield from the soils and then fixing a certain proportion as 


• LJphluatoue h " ltoport on tho Territories conquered from the I'eshwa’ 1 October 1810. 
a i t 1^ a work pubJished in 1807 nad called “ Journey from Madras <fcc. Dr. Buchanan gives sou 
Interesting calculations relative to the evidence of the lambrovenuc in Madras. H 


Hp says 


For a field of poor Quality; 


Land Tax 
Collection charges 
Seed 

f lxpen^c of cultivation 
utercat 
Landlord 
Cultivator 


r Total .. 2 3 51 

Land lax .. S2 % ' 

Lxpengea of cultivation .. *. # , 40 % 

Cultivator L% 22% 

♦ Bombay Adraiaistration Beport 1872*78 page 41. 
i Ibid. 


& s. d 
0 12 SI 
0 I 31 
y Ml 
O Mi 

o i a 
o l j 
0 7 


a 


Best quality. 
£ s. d. 

0 16 10 
0 0 41 
0 9 41 

o i i 
0 B 61 
1 6 Si 


6 10 8 i 
24% 
28% 
48% . 
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Government . demandJ, Tbe|{|* adopted the simple expedient of ascertaining the 
average character and depth of soil in each field, and classing it accprdingl}^; no 
less than nine gradations of valuation being employed for the purpose. 

In fixing the rates- of assessment they were guided by purely practical 
considerations as to the capability of the land and the general circumstances 
of the Districts. That is to say after classing the soils into nine different quali¬ 
ties they fixed the assessment of the district, after such inquiries as “ the present 
condition of the agricultural classes } the state of the particular villages,the amount 
of the* Government realisations, tho prices of produce aiict similar considera¬ 
tions.’’ | The revenue demand from the districts thus fixed was then distributed 
among the villages and fields separately, though the assessment was fixed for a 
term of 30 years. The basis for the assessment was not the produce of the lands 
but the value of the land. In the letter of October 17,1840, t&e Settlement 
officers wrote. 

“ It appear* to o» that a proprietory right in land can only be destroy 1 .t 
imposition of an assessment bo heavy as to af «>rb tho whole of the rent by , tlle 

m the assessment falls in any degree short of the rent, tho portion r^ ° ° S '° ag 
give a value to the land, and enable ita possessor to let or sell it, Xbh nf ^ 8 WlU 
fonstitutes him a propr.eton” t u ll »,ybtoh, 0 f necesmty. 

And in their still more celebrated joint report of 1847, which has now become 
the basis of tho Bombay Land Revenue system, they wrote :_ 

« The* cultivator a ti*lo to the occupation of fioxds is indestructible x, 

to discharge thq assessment laid upon them ; though his encapeipJ # ©Wtmuoe 
annually renewed.’ By placing the assessment on each fi 0 M S a ° r , ^ ch bo 
whole holding, he if* enabled, when circumstanc es make the couise rWr m . ° n 
quinh any of the former, or to Lake up others which may bo unnon * • 5 re ka« 
arcommodate the extent of his liabilities to his new means The fixed ru’ 80 ** to 
for the term of 30 years, introduced by our siuvoyora thus secures tT i a S? 9m ' nt 
tho advantages of a thirty years leaso without burdening him withn* ^ ltlVa tof 
yond that of discharging tho assessment for the single vwir to ln ? Cua<3lt i°n Vo- 

extend..” * t0 uluch engagement 

The only weak point in this system was that the actual assessment denend d 
„„ the judgment of the revenue superintendents instead of bein" fi /i UeCi 
unalterable, and though Wiilg&te used his powers with moder t' ° ^ ^ aw 

expected that all officers would be equally endowed withal ^ CatUl0 ^ 
sympathy. 


on 


Ibid page 42. 

Classification of lauds under Bombay Settlement 
Class. *’ Annua, 

1 10 

2 14 

r 12 

4 10 

ft I 8 

$ « 

0 l 



L*nd of 1st order deep Mack to dark brown soil , mU . . 

Und ° f MCOna orJ ?' '"Uform but coarser at-ruem*, ,!?, to * depth, 

band of third order, coarse and gravelly tooso, light, br '.' W 

Goldsmith and Wingate hitter of October 1840, i„ rt , ply 7” ; *** * l ° * “W *«&• 

“P'y.to SadM Board-a l.nter 






(E) THE PUNJAB LAND REVENUE. 

The Punjab was the last Province, if we except Oudli which w^s annexed in 
1856, added to the dominions of the East India Company. Its assessment could 
scarcely be expected to be completed within the ten or twelve remaining years of 
the Company’s rule. The history of the Punjab Settlement we must, therefore, 
defer to a later section. Here it would suffice to observe that under the indigen¬ 
ous government of Ran jit Singh, th e principle of assess ment was— to takfi - o n e - h a l f 
of the.gross produce of t he soil . In practice the collection averaged between one- 
thirdand two-6f ths! The collections, it must be observed, were made in kind, not 
in money. The British Government introduced the system of cash payments, 
the assessment being one-third of the gross produce. Sir John Lawrence wrote 
# to Nicholson:— 

“ Assess low leaving fair and liberal margin to the ocoupieis of the soil, and they 
will increase thei- cultivation, and put the revenue almost beyond reach of bad 
seasons. Eschew middlemen. They are the curse of tho country everywhere.” 

In *pite of this injunction however, the assessment was increased from £82,000 in 
1847-18 to £1,060,00 in 1850-51. And as the prices were falling, the collections in 
cash proved very onerous. Sir J. Lawrence perceived the harsdship, and so in a 
few years he reduced the Land Tax of the Punjab from one-third to one-fourth 
and then to one-sixth of the gross produce. In spite—or perhaps because of 
these reductions the revenues of the Punjab increased in 1856-57 and 1857-58.* 

Demand. Collection. 

1856- 57 .. .. £ 1,485,000 £ 1,452,000 

1857- 58 .. .. £ 1,465,000 £ 1,452,000 


The regular settlement of the Punjab was based on this rule of taking one-sixth 
of the produce of the land. Under the system described by J. S. Mill :— 

<c One and the same man is usually absolute proprietor and generally the sole 
cultivator though ho may occasionally leuse out a few fields to the tenants. He is 
caddied with no rent, lie has to provide for thr cost of cultivation and for tho Govem- 
n.cnt demand ; the rest of tho produce he may devote to the maintenance of his 
family >» n d tho accumulation of his capital. But tho$e men, well maintaining their 

individuality, do not belong to this village communities. 6 

. -The British Government has from tho first decided on levvinff Vhe taxon 

money povmcr.t u vr .^ d for a number of years. The ZJ • ’ V g ) 

with i In State for a h ,~ent andrJln Proprietors compound 

called ft *cttfoment. But the moiriotois dr not ^ n • Pounding ^eing technically 
m ent, but by villages.* CD S a ge individually with tho Govern- 

and^herHf * or himself, but ultimai.:iv ho li riepOppibU 
for i s co^parccneis and they for him, and they are hound together by a joint 

VUtege y System.” P b y m ’ lhfcr8lore > is not Ryotwari, nor Znmindarl, but the 


B. OTHER SOURCES OF REVENUE UNDER THE EAST INDIA COMPANY. 

It was ordained by the ( barter Act of J813 f that the account showing the 
Territorial Revenue and Expenditure under the East India Company, should be 
separated from their commercial accounts, (hat the former should be applied to 

* Punjab Administration B*port. 

First Report in 1862, 

1 6$ Grorgr* IH c. 6, 166. 
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.1) Military Expenditure,(2) Civil and Commercial establishments and to the pay¬ 
ment. of interest on the Indian debt; the latter to bo applied (1) to the payment 
of bills of exchange and the current 'payment of other debts ; (2) the payment of 
dividends and (3) to the reduction of the Indian debt or the Home Bond Debt 
The Company’s trade profits had averaged a little over a million sterling from 
1765 to 1820. Thereafter they fell rapidly till at the time of the final abolition of 
the Company’s trading monopoly in 1833, they were much below £50,000. 

The following table shows the income of the East India Company from the 
other sources of Revenue, besides the income derived from land. Upto the end f 
the eighteenth century the revenuo from other sources, ip ( a fi t j )e c j 0m j ) 
of the Company, scarcely exceeded the revenue derived from land alone Ad* 
though as the Government became settled, the revenues from other * 

began to increase, the land-revenue, upto the end of the CompInv^T 
contributed more than one-third of the total revenue. 


TOTAL OF OTHER REVENUES. 




Year. 

1792- 93 

1793- 91 
1791-95 

1795- 96 

1796- 97 

1797- 98 

1798- 99 

1799- 1800 

1800- 01 
1801-02 

1802- 03 

1803- 04 

1804- 05 

1805- 06 

1806- 07 

1807- 08 

1808- 09 

1809- 10 

1810- 11 
1811-12 

1812 - 13 

1813- 14 

1814- 15 


£ 

4,312,227 
4,228,642 
3,829,056 
3,742,112 
3,957,357 
f 4, 190,582 
4,685,617 
5,608,539 
6,263,364 
7,716,743 
9,167,653 
8,791', 257 
10,346,370 
10,522,976 
9,8371079 
10,483,950 
10,189,266 
10,369,050 
10,875,041 
11,826,081 
11,415,315 
12,624,499 
5,547,986 


Year. 

1815- 16 .. 

1816- 17 

1817- 18 .. 
'818-19 .. 

1819- 20 .. 

1820- 21 .. 
1821-22 .. 

1822- 23 .. 

1823- 24 .. 

1824- 25 .. 

1825- 26 

1826- 27 . 

1827- 28 .. 

1828- 29 

1829- 30 . 

1830- 31 .. 

1831- 32 

1832- 33 . 

1833- 34 

1834- 35 
1836-36 

1836- 37" 

1837- 38 


£ 

5,593,935 

5,877,722 

6,012,186 

5,968,428 

6,196,448 

7,656,052 

8,073,891.' 

9,588,901 

7,720,945 

7,694/774 

7,388,844 

8,484,958 

9.108,560 

9.168,565 

8,390,113 

8,680,759 

6,726,905 

6,995,986 

6,823,119 

14,802,929 

7,608,353 

7,941,405 

8,187,077 


Th ei) „ nclpal , om( . e8o(revMn(!ibre . desth 

ho™ Salt, Op™, Abftflrec Exriso, Custom,, T* * W 

abohshed * 185, excopt in Madras. " M " tur » ,hl ‘ ' 

’ gat(i the Land K wenue m an trance of direct tuati 



The Moturpha tax, universally detested while it lasted, was a tax on trades and 
professions embracing weavers, carpenters, workers in metal, salesmen, whether 
shopkeepers or road side peddlers, some paying imposts on .their tools, others foi 
permission to sell the most trifling articles of trade, or the simplest tools of arti¬ 
sans. The collection of the tax involved endless difficulties and occasioned a great 
deal of oppression. After the Parliamentary enquiries, preceding the last renewal 
of the Company's charter, the tax could not be maintained, especially as its total 
yield even in Madras did not exceed £100,000 a year. A more suitable and simple 
system of direct taxation was reserved for the new Government of India to com¬ 
mence. The other sources of revenue with which we are now familiar, the income 
from Railways and Irrigation works, Post Office and Telegraphs, k orests &c. and 
other similar items were as yet unknown or insignificant. The last years of the 
. Company's Government did, indeed, witness the commencement of Railway enter¬ 
prise. In order to make up the guaranteed minimum of interest, Go\ ernment had 
to pay the deficit instead of receiving any surplus from the Railway Companies 
But by far the most interesting portion of the history of Railways and Irrigation 
Works belongs to the period when the Crown was directly responsible for the 
Government of India; and hence we. may quite conveniently and approriately de¬ 
fer that subject to the later sections of this work. With regard to those other 
items of revenue, such as the Forests,Posts and Telegraphs or Excise, the definite, 
scientific policy, clearly conceived and generally enforced, could not be expected 
in an age when the chief statesmen and administrators were occupied in more 
absorbing, if,perhaps, less beneficial subjects. These also may, therefore, be 
.considered in another place. 

We shall therefore describe briefly in this section those three sources of revenue, 
which prominent under the Company, are as prominent under the Crown, and in 
which there is more than a suspicion, that the policy of the Company is continued, 
in all essential particulars, by the Government under the Crown. 

I. SALT REVENUE. 


The East India Company had acquired a monopoly of the supply of salt in 
Bengal, sometime in the eighteenth century. Lord Clive had used this monopoly 
to facilitate the introduction of those reforms in the civil administration of the 
newly acquired territories, which were indispensable, but which would have been 
impossible if the greed of the Company's servants had not been appeased in some 


Amounts paid by Government on account of Guaranteed Interest. 


Vear- 

1849 

1850 

1851 

1852 
1858 

1854 

1855 
1858 

1867 

1868 


Kaat India 
Hallway. 
6.602 
17,471 
37.185 
45,284 
52,071 
88,884 
195,770 
297,390 
854.5U 
433,968 

1«528,046 


G.l’P* Hallway. Madras Railway. 


8,063 

6,319 

16,310 

22,825 

26,002 

30,250 

60,370 

116,012 

175,280 


. 450,0*9 


9,708 

18415 

42,510 

81439 

100.267 

260,784 
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way. He, therefore, set aside the profits of the salt monopoly to form a fund accu¬ 
mulating at compound interest, and used for paying a bonus to the Company’s 
servants. With the settlement of the conditions of public service by Lord Corn¬ 
wallis by the institution of the covenanted Civil Service, 1793, the 1 profits of the 
salt monopoly reverted to the Government. Different systems were adopted in 
different provinces in order to secure this revenue. In Bengal, salt was prepared 
by the Company’s agents * and a duty of Rs. 2-8-0 per maund ’ Jf 82 lbs. was added 
to the cost of production before fixing a selling price. The salt obtained from the 
Punjab mines was subject to a duty of Rs. 2 a maund, while salt from the Native 
States of Rajputana had to pass the notorious Inland Customs line and pay a duty 
of Rs. 2 to Rs. 2-8-0 per maund before it could be sold in tile British territories 
In Madras, salt was formed from sea-water by the simple and cheap method of 
evaporation. The Company could, therefore, aflord to sell i n the Southern Presi¬ 
dency salt at Re. 1 per maund, and yet obtain a considerable margin of profit. Ii 
Bombay also the private manufacturers were allowed to remove the salt f • , 
the pans on paying a duty of 12 annas per maund, which, therefore, made un tT! 
salt rovenue in that Province The reason why the incidence of salt duty on n ° 
coastal provinces was apparently so low as compared with the interior is t , k° 
found not merely in the cheaper production of sea-water salt than of the salt ° ^ 
from the mines, but also because 1 lie regions on the coast were exposed to the 
petition of the foreign article. The Company levied an import duty of Tia LTu 
to Rs. 3 a maund on all salt brought into India from beyond the seas The V ■» 
was, of course, to protect he indigenous producer against outside competitf iV 
The imports of the articles from Chesire and other parts of England were net ” 
ever, prevented or even discouraged owing to the mistake of the Coiupaiiy i n addin 
to the cost price of the Bengal salt the expenses of collecting the revenue before 
adding the duty and fixing the cost price, which thereby enabled the Emdidi ^ 
porter to undersell the local producer. nil 

It was deposed by Mr. Atvvm before the Select Committee 0 f trie C 
that the nett salt revenue o( the Compauy was £8,00,000 in 1793 and £1 - 
1844; the total salt manufactured in this period was over 200 milk ’° l0,000ln 
and the total revenue during 1 i'll e same period was £60,000,000 10115 maiUU * 3 

Elsewhere are discussed the economic principles , 

Imposition of duties for-revenuo purposes on such an articl f T™™ . thc 
and an attempt is also made to show how far those princi 1 ° ^ lr,me liece3s *ty; 
India. The criticism directed against the salt monopoly f ^ 6 carr * e( f °nt in 

ment usually took the form of deprecating any revenue i ' C ^ om P an y 8 govern- 
failing that, urging the manifold abuses of a system \md H source > an d, 

arbitrarily and unduly high, and collectors were exposed^ prices wcre fixed 

for oppression. Smuggling was profitable and theref ° ^ Str ° ng tom P tafciQ n 
and therefore popular and fashionable f- 01 ° lQevifcabl « dangerom 

* Evidence o£ Prideaux. CoiiimQn8. Fourth Report 18Sa’ ——"■■■■ -__ 

u. i V lc . Petitions iwd Memorials against tho suit monopoly f ron , ,,,, _ 

By India unite t pa early ftuh " an^.<• India under ” Bon » bft - v *ud Meduieuuow, 
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2 . OPIUM MONOPOLY. ^ , 

The Revenue from Opium was the result of a more rigid, though, perhaps, at 
least in India, a less obnoxious monopoly. It was more rigid because Opium was 
a natural monopoly of India, and therefore a strong Government could make its 
monopoly complete more easily than in the case of such an article as salt. It was 
less obnoxious because the bulk of the Opium revenue was paid not by the Indian 
—but by the Chinese consumer. Whatever may haye been the indignation in the 
minds of English Puritans about the Opium traffic of the East India Company, 

1 lie Indian people did not find it altogether so hurtful as the salt monopoly. Opi¬ 
um was comparatively speaking an article of luxury ; and if its constant use was 
likely to be dangerous, it was all the more a duty of Government to stop its con- 
sumption by a heavy duty. We have, however, discussed elsewhere the economics 
and politics of this subject, so that here we shall content ourselves by merely 
describing in outlines the plan adopted by the Company’s government for 
collecting the revenue. 




In the Company's territories, poppy was chiefly cultivated in Bengal. No 
out* was allowed to cultivate except under an undertaking to deliver the juice to 
the Government at a fixed price. The juice was then refined and manufactured 
into opium, in the two factories of Patna and Benares ; and was then sent down 
to Calcutta to be there sold by auction. The government revenue consisted in the 
difference between the selling price realised in the auction sale and the cost price, 
including the payments to the cultivators, and the expenses of the factories. The 
bulk of the Opium revenue thus came from Bengal. Among the other provinces 
only Bombay could show any considerable Opium receipts. But these were the 
result, not of a monopoly as in Bengal, but of a transit duty levied on the export 
of Opium from the Native States of Rajputana and Central Provinces for ship¬ 
ment at Bombay or Karachi. Before the conquest of Sindh, the Native States' 
product passed through that Province and evaded the Company’s Customs Houses* 
But after 1813 Opium revenue in Bombay increased considerably. It was levied 
at the rate of Rs. 400 (afterwards raised) on every chest of 123 lbs. 



3. CUSTOMS REVENUE. 

Besides the uneconomical and wasteful Inland Customs line, the sea customs 
duties levied at the ports were collected under a variety of acts and at rates 
shown in the table*. 


♦ Indian Cuitamt Tariff.ma. 

., Import Duty. 

Books British.*reo 

tt»Md'5uii’')8«8poa« British \ 

„ iordgn .. . 

” ,, ' thread, twist yaru JBriU&ii a» % 

7 M Foreign 
Horses and other animal! 

Marine stores British .. 

.. „ Foreign 

Metal* British .. 

UofeU FofdlgQ .. 

sphm*^* 


«• * 7 o 
.. Froe 
.. &% 

.. 10 % 

.. 5% 

.. 10 % 

.. 6 % 

.. 6/- per ttinuad 
» .» 

8/» a aaliUii (Cwld. to ocst* page;. 
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Tin* maximum 'duty levied by the Indian Government never exceeded 10 

per cent. On the Other hand, England, before she had finally given ujTthc pro¬ 
tectionist policy, adopted since the reign of Elizabeth, in 1846-IS60, ha^ ‘imposed 
import duties on Indian articles at as high a rate as 71 per cent., when she did 
not altogether prohibit the import of certain articles such as silk manufactures' 
Another table shows the duties levied by the English Goverm^nt on the Indiau 
prochiecy. We need not pause here to dwell at length upon tlie disastrous rt^ults 
to the Indian industries of this protectionist policy in England. The melancholv 
tale has been only too often and too well told by the witnesses, mostlv English 
men, before the various Parliamentary Committees of Enquiry at egeh successive 
renewal of the charter. The late Mr. 1L C. Dutts Economic History of India 
furnishes ample information—though it might appear one* sided at first reading— 
of the gradual decay and i‘uin of Indian industries, as much by the new 
methods and machinery of business, as byi the strong protection to domestic 
industries granted by England. W e may but quote a fe\V remarks of List—tlT 
German Economist—which explains the policy of England :— 


•Had 
of Jjidian 


thev (tho English Statesmen) sanctioned the free importation i„ ( „ v , 
id inn cotton and silk goods, the English cotton and silk manu£actoi?r. tn8 aud * 
,„n„ come to a stand. India had not only tko ndvauw™ « f ° l 

material, but also, the experience, the skill and ' ;h . ea P e: 

mm... of those advantages muU . uu . LUe Practice o 


necessity soon 

labour and raw materia:, avo, me skill and the 

centuries.Tho effect of these ad vantages could not fail to toll ndi ! a ’ ° f 

of free competition. ....Accordingly, England prohibited tho if 

tho goods dealt in by her own factories,—tho Indian cotton and silk in li* ^^ri° 
prohibition uu* comploU and peremptory. Not so much as a thread nf ti CS * 
England permit to be used. ’ a l,ircad o[ tUe ™ would 


III.—THE PRINCIPAL CHANNELS OF EXPENDITURES 
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The expenditure of the Company in India rose-from £6,910,833 in |„ 

a total of £11,210,571 in tho last year of the Company’s existenod The m l • " 
of 60 years of the Company's expenditure shows that the principal c i mj , j. * '' 


Wines and liipiora 
Tea 

Wuulleus British 
,. Foreign 
Manufacture* .. 
Miscellaneous 


.. 2/- a gailou 
.. 10 % 

.. 6% 

.. 10 % 

It. 6 % 

.. 31 % 


Ornamental cuue work 
MiwUils 
< 'uJk'Oua 

Olhot rollons . . 
Octal. wool Bliawlfi 
/,ao^uor wart* 

AlrtrS 
K.uv nilk 


Silk Manufacture 

Taffetas 

Sugar 


British Tariff. 

1812 
..71% 

..2V.; o 

..71% 

..27% 

..71 

, ..71% 

..os; % 

- • 2} % per lb. 

„ Phk4% 

> ..Prohibited 

.. Do. 

* . .£ 9-13-0 per cwt. 

Or 65 % 


1824 
50 % 

37}'% 

% 

50 % 

67* % 

«a % 
so % 

*/- pet 111. 

Prohibited 
ao. 

_ £ per cwt. t 

t ft must he noted that in some cases the duth* u i ^ 

rclatnely small if the goods were brought to the porO nniv i ** ^ Urst in-t 
Home consumption the dutir* . W er« S 

t The duties were raisfed during the Mutiny Cp. Trotter. 
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I. MILITARY EXPENDITURE. 


| 


(1) Every considerable increase in expenditure in any year as compared to 
a previous year is explained by the extraordinary expenditure caused by a war. 
Thus the wars of Lord Wellesley had doubled the total expenditure between 1798 
and 1805. Lord Hastings' wars had added 50 per cent, and the Burmese wars of 
Lord Amherst accounted for another 20 per cent addition as compared to the 
previous record. It would not be always easy following a war to effect consider¬ 
able retrenchment to revert to the previous figure. For if the war has resulted in 
no conquests it would render any considerable retrenchments out of the question. 
Hence it is that we find little, if any, reduction after the unnecessary and extrava¬ 
gant war with Afghanistan (1838-42). And even if the war results in 'a substan¬ 
tial territorial gain— as was the case with the wars of Wellesley and Lord Hastings, 
Hardinge and Dalhousie — the conditions under which the Company's Government 
had to work in the conquered Provinces, made any return to the standard expen 
diture of peace-times impossible. The expense of garrisoning the country, and 
organising de novo a strong civil government on an entirely new plan could not 
very well accord with the peace standard of expenditure. In this long stretch of 
*ime, therefore, wc have only one considerable period of retrenchment when a 
creditable and successful attempt was made to reduce expenditure — increased by 
a war—to its normal peace time basis. When Lord William Bcntinck received 
charge of the Government of India in 1828, the total gross expenditure in India 
was £24,163,013. When he left India in 1835, it was £16,684,496 with every 
prospect of further reduction. It was lower than any figure in the previous twenty 
years, though in the course of that twenty years, the Bombay Presidency had been 
annexed as also parts of Burma and Assam. All these additions were necessarily 
a heavy drain on the Central Treasury. Again, Lord William Bcntinck had intro¬ 
duced several important reforms in the machinery of civil government, which also 
involved additional expenditure. This, however, is not the place to discuss the 
Indian financial administration under Lord William Bentinck; and, we shall, there¬ 
fore, merely content ourselves by remarking that in the whole history of Indian 
financial administration, Bcntinck s achievements are unique, not merely because 
of the reduction in total expenditure, but because the reduction was carried out 
without any impairment of the administrative machine, and in fact with consi¬ 
derable and costly additions. Not even Wilson’s efforts after the Mutiny or Lord 
Minto’s efforts after the lVclleslyan wars can compare in magnitude of savings 
or improvements in administration with Lord William Bentinck. 

The only attempt made to remedy the constant growth of military expendi¬ 
ture, which ought to be mentioned even in this brief sketch, was the brilliant idea 
of Wellesley to bring about a net-work of subsidiary alliances all over the country. 
The idea merited a better fate than what eventually befell it. It must, indeed, be 
admitted that the system in the thon state of India w'ohld, if carried out, have 
involved endless occasions for interferences, and innumerable pretexts for 'W** 

f ^ i 



II 


2 7 


(for which the author of the system would not perhaps have been altogether sorry). 
We cannot, however, refuse to recognise the grandeur of the idea which, if it had 
succeeded, would have given the Company a dominating military position at an 
insignificant cost; and which, by establishing one dominant authority, would have 
rendered war practically impossible. All other efforts for getting rid of this incu¬ 
bus of military expenditure, such as the reorganisation of the army and its reduc 
tion and redistribution, belong to a later period and would, therefore, be discussed 
in a more appropriate place. 


<SL 


2. CIVIL ADMINISTRATION, 


The expenses of civil administration ran k next in Importance after the 
mili tant "expend! ture~~under the Company s Government. WV . .. ■ 

analysis, such as we now have presented to the Legislative Council every M h 
of the various branches of civil expenditure under the Company. W P ^ * 
therefore apply the general economic canons of public expenditure to the C ^ CanU< ^ 
expenses. The civil expenditure of the Company increased with ever ° mpaQy ’ S 
in the territories of the country. It consisted almost wholly 0 f th * • m °' eaS ® 
of the administrative departments. The activities of public impro^T^ 611 *^ 0 * 
national development such as education, communications, sanitaticT CI ^ e ? t ant * 
works-all belong to a later period, though perhaps in every one of th!' “T 8 ®* 011 
pany had made a beginning. Thus the first education grant was made 7nZ 
ways were'commenced iu 1848; Irrigation works in the South and North h • 
mittently attracted official attention. But well considered and fur °! • iut6r " 

in all these departments and iu several others were necessarily of later'' 0 
Company’s system of expenditure, therefore, is open to the criticUi ^ 

perhaps, to all European systems of public expenditure of the earlT . C ° mmoiw 
century under the domination of the ideas of “ laissez faire ’’—that 1 mneteeutl1 
fining peace and order, it did nothing to develop the resources^ mai °* 
or improve the lot of the people. ' c °untry 

Another criticism not quite so obvious as the one- alrcad 

duality of the spending authorities. While the revenues It C ° UCWn8 th « 

raised almost wholly in India, a considerable proportion' of h mpaQy ww * 

in England. This division in the spending authorities i nev ; f , j 8ame Were a P eat 

over expenditure very lax. The system was perhaps Uuavri ; , ? miule OOQtro1 

of the Company’s rule. But the reorganisation of the C ' ' , l ° ™ ^ 8tage * 

Cornwallis and the institution of the covenanted Civil ^ Upany ’ S service Lord 

and intensification of the evil which might well ! vu e, v ' ce ^'d to an increase 

The practical exclusion of Indians from the higher T° ' avo ^ e d in later year®. 

ployments necessarily resulted in an ever-inereasi UnC ies °* administrative em- 

whose pensions and allowances steadily increased th °! EngUab of Lciala, 

Indian revenues in England. As the evil has i n co ° ex P eQ diture of a part of 

Wttfe, its fuller discussion must b? deferred to a ZZ ° f become 8tiU 

* ^er eection. 
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3. THE COMPANY’S INVESTMENT AND THE HOME CHARGES. 


A resolution of Parliament in 1813 had provided that “the whole or part of any 
surplus that may remain of tho rents, revenues and profits, after providing for the 
several appropriations, and defraying the several charges before mentioned, shall bo 
applied to the provision of tho Company’s investmants in India, in remittnnee to China 
for the provision of Investments there, or towards the liquidation of the debts in Jhdia, 
nr such other purposes as the Court of Director?, with the approbation of tho Boat'd of 
Commissioners, shall from time to time direct.” 



What exactly the Investment of the Company in India was, has been very well 
described by a select Committee of the House of Commons in their 9th report in 
U$3, in the following words : — 

‘ A certain portion of the revenues of Bengal lias been for many years set apart in 
tlu* purchase of goods for exportation to England, and this is called the Investment, 

Tho greatness of this Investment, has been the standard by which the merit of the 
Company’s principal servants lias been too generally estimated. This main cause o£ 
the impoverishment of India has been generally taken as a measure of its wealth, and 
prosperity. Xumerous fleet #of large ships, loaded with tho most valuable commodities 
of the East, annually arriving in England in a constant and increasing succession, 
imposed upon the public eye, and naturally gave rise to an opinion of the happj* 
condition and growing opulence of a country, whose surplus productions occupied so 
vast a space in the commercial world. This export from India seemed to imply also 
il reciprocal supply by which the trading capital employed in those productions was 
continually strengthened and enlarged. But the payment of a tribute and not a 
beneficial commerce to that country wore this specious and delusive appearance.” 

I he Company s Investment went on increasing, no matter what the economic 

condition of the country was in any giyen year. It lias been estimated to have 

accounted on an average to £1,250.000 nearly every year until the limits placed 

on the Company’s trade in 1813. And when the Charter Act of 1813 had , 

disabled the Company from trading in India, the place of the Investment was 

more than taken up by the Home Charges,. The table appended shows the regular 

growth of the Home Charges from £2,446,016 in 1814-15 to £6,162,043 in the 

last year of the Company’s rule. 


TABLE SHOWING EXPENDITURE OP THE E. I. COMPANY 

IN ENGLAND. 


Years. 

£ 

Years. 

1811-15 

1,446,206 

1828-29 

1815.16 

1,217,31*7 

1829-30 

1816-17 

1,142,421 

1830-31 

1817-18 

1,122,291 

1831-32 

1818-t'J 

442,489 

1832-33 

1819-20 

iA0I9 

1833-34 

1820-21 

J, 177,727 

1834-35 

1821-22 

1,335,921 

1835-36 

1822-23 

1,344,821 

1836-37 

1823-24 

1,273,478 

1837-38 

1824-25 

1,207,174 

1838-39 

1825-26 

1,914,293 

1839-40 

182G-27 

2,467,522 

1840-11 

. 1827-28 

1,960,570 

1841-42 


£ 

Years. 

£ 

1,949,760 

1842-43 

2,458,193 

56,316 

1843-44 

2,944,073 

1,446.581 

1844-45 

2,485,212 

1,476,665 

1845-46 

3,044,067 

1,227,636 

1846-47 

3,066,635 

1,293,637 

1847-48 

3,016,072 

2,162,868 

1848-49 

3,012,908 

5,109,814 

1849-50 

2,750,937 

’ 2,210,817 

1850-51 

2,506,377 

2,304,445 

1851-52 

3*262,289 

2,615,465 ' 

1852-53 

3,011,735 

2,578,966 

1853-54 

3,264,629 

' 2,625,766 

. 1854-55 

3,529,673 

2,834,786 

, 1855-56 

4,492,470 
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Ifc was deposed by a witness of considerable experience in Indian affairs 
before a .Select Committee of the House of Commons in .1840 that a small propor¬ 
tion about. l/oth- of these Homo charges represented the value of stores 
supplied bv England to India*. The remaining sums were absolute, charges upon 

the revenues of India for which no return whatever is made to india. 

* . fi 

“ It. is a curious calculation,” he added, “to show that ' estimating the sums of 
money drawn from British India for the last thirty years at thhfe millions per emnun 
it amounts at 12 per cent compound interest to£ 723,994,971. Or if ' we calculate it 
at two millions per annum for fifty years, it amounts, to the incredible sum of 
£8,400.000,000.” As this, however, is the most widely controversial point in the 
whole field of Indian Finance, we must leave it at this stage in this brief introduction 

IV.-THE PUBLIC DEBT AND ITS MANAGEMENT. 

The finance of the East India Company being in a state of chronic deficit 

already remarked, the Company’s officers met every deficit W ^ 

^ ‘ borrowing. 

Usually t hey borrowed from the English Government or the Bonk nf T* 1 , 

, ,,,1, • , c oanK ot England: and 

in the eighteenth century they had to pay interest at. between ri ond in 

« . . i • t v u unci iu per cent. 

Hut they more frequently borrowed in India, as the Government ),o,, 

more settled. At the time when Lord Hastings had' completed the cmVl ''r 

the. Bombay Presidency (1820-21) the total debt in India was P, s . 07.01 7 - 

and in England £6,762,888 with an interest charge Rs. 1,63,15.400 in tndia < 

£253,247 in Enplancl." This debt-was not finally paid off till 1858-59. MeWhib 

the (loverntnent borrowed between 1823 and 1863 at 5 per cent, as a rule tlmu \ 

between 1824 and 1835 small sums were borrowed even at 4 per cent The 1 u\\ 

of the 5 per cent debt, was converted to 1 per cent, but owing to the sjioolc of tl ' 

Mutiny, the lower rate could not be made. Further efforts for re-orgaiiiziim the 

public debt belongs to a later period.*j* 

The War finance under the Company's government was a marvel f 
Simplicity. Wars, in spite of their almost perennial existence, were re^arde 1 ° 
“extraordinary’'occurrences. And, under the comfortable assurance' \] ** 

“extraordinary” charges oobld not recur, they were met out [ t ^ ^ u ‘ so 

-—-—-—rr - - —- btBTowed monies 

* Answer ot Montgomery Mart}n*fctf Question 4137. 

1855-50 . .£ 3.204,029 

J850-57 3»529ifl<U 
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1857-5S 


6,182,043 


IS debt of the Kftst India Company. 

,1$ 12*13 

430‘ 100,1195 

1817'18 

*29,993.7(10 

1822*23 

13s.20S.lSs 

1827*28 

*03.430,50,, 

1832-33 

t8u.Sl2.fla,; 

1337-28 

i - 81,098,03r 

1842*43 

i’.).i,70fl..| is 

1S471S 

£48,788.95., 

; 1852-53 

£49,1167,987 

1857-58 

£59,943,81+ 

1858*59' ' * 

£71,557.389 

1359.-00 

£58,104,208 

1880-01 

£93,030.088 
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henever the annual revenues did not suffice to meet the expenditure. When 
Lord Cornwallis left India the interest bearing debt of the Company was a little 
over £7 millions. By the end of the eighteenth century, it had risen to ten 
millions, to be more than doubled in the next five years by the Wars of Lord 
Wellesley and raised to 27 million in 1807. The figure remained almost 
stationary upto 1824 the wars of the Marquis of Hastings being paid for 
by the surplus revenue from the Province of Bengal. The Burmese War of 
Amherst was a miserable chapter of mistakes and extravagance and added 


£ 3 millions to the debt. Lord William Bentinck found the public debt at 
£ 30,000,000 in 1829 and his six years of administration continually reduced 
it, so that on the eve of the disastrous Afghan War it was £26, 947,000 (30th 
April 1836). This was the permanent registered debt of India. In addition 
there were Treasury Notes and Deposits and the Home Bond debt of about 
three millions so that the total debt on April 30th 1836 was £33,355,536. 
From that time onward, the growth of the Public debt of India has been rapid 
and uninterrupted, though not quite alarming for reasons given elsewhere. The 
marginal table shows the growth of the debt in the twenty years immediately 
preceding the assumption of the Indian Government, of the Crown. 


V.-ADMINISTRATIVE ORGANISATION. 

The financial administration under the Company suffered from the absence 
of any organisation. The passing of Pitt’s India Act in 1783 had created a double 
authority in England in the Court of Directors, and the Board of Commissioners 
or the Board of Control as it is more commonly known in history. While all admi¬ 
nistrative authority was vested in the Court of Directors including the management 
of the Finances of the Government of India—the final control remained with the 
Board of Control, ultimately represented by a Cabinet Minister who was President 
of the Board. The object of instituting this controlling authority was probably 
the laudable desire to keep a commercial body, like the Court of Directors of the 
Company, from abusing the territorial powers in India. In course of time, however, 
as far as the finances of the Company were concerned, this division of authority 
was by no means fraught with the happiest results. The slight shadow of justi 
fication that there was while the Company was a commercial body disappeared 
with the abolition of the Company’s trading privileges in 1813. And after 1833, 
we have the curious spectacle of the Directors standing up for economy in India, 
even against the wishes of the Cabinet. The greatest financial blunder 
and disaster of the Company’s rule—the Afghan War—was achieved by the Board 
of Control in the teeth of the opposition of the Directors ; and as to confess the 
blunder frankly and make reparation for it handsomely would have been unbecom¬ 
ing to a Minister of the Crown in the early Victorian Era, the affair was hushed up 
m best they could by making the Indian Government bear the burden of the folly 
of English ministers. 
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But, if financial mismanagement was inevitable owing to a division of autho 

nty in the powers of England, there was nothing in the financial administration of 

India by the Company to deserve unmitigated praise. Passing over the period of 

commercial activities, 1600-1747 as also over the short inglorious interval when 

every servant of the Company who was not a robber was a f™i 

.... . ....... , . . ‘ l ’ 111 t,ie years when 

the political responsibilities'ot a governing body were fully 1 impressed 

rulers, no attempt was made to place the financia organisation on a U ^° n . ^ 8 

footing. The Governor-General and the councillors were all alike eciu 11 - ^ 

sible for every question of administration; and finance was only an incid^^^ 0 ”* 

daily routine of administration. Even when in 1833 it was thought nec ^ 1Q 

enlarge the Governor-General’s coyncil, by the addition of a special fc ° 

the purpose of making rules and regulations, no one deemed it n- mGmber for 

off a member specially for finance. The elaborate procedure fc ° ^ 

terises the Indian Budget and Financial Statement was unknow charac- 

impossible, under the Company. And hence the financial wheel”' ^ perlia P 3 

administrative machinery worked anyhow, somewhat on the^ ^ ^ COm P lex 

domestic accounts of many a private individual; so milc ^| nC llnes as &e 

expenditure ; if the balance was a deficit, the amount must be n nC ° mC ’ S0 muc h 

surplus it must be spent anyhow. s °Wehow; if 
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expenditure ; if the balance was a 
surplus it must be spent anyhow 

This description may be unjust to men like Bentinck and A 

nd Munro, Lawrence and Hardingc. But great as th s” ^Iphins- 

. r..n_ _i:_n. c_ :.i_ - men were, anrl f,.n_ 


tone and Mimro, Lawrence and Hardingc. But great as these arcane, Elphins- 

—even painfully—alive to the financial mismanagement , ^ eT0 ‘ and fully 

_ . . ° b Ui ug on before tU* 

they were powerless to remedy permanently the root evil of the ***** 

They might, indeed, try in their short period of supreme power t SyStein * 
maxima of finance; but the evil revived with accumulated ^ ° en * orce good 
strong hand had been removed. cn oni no sooner th® 

1' One of the reasons which blade the evil so acute in Indi 
centralisation effected in 1773 and confirmed in 1783 before tbe exc essive 

the means to make good the dictates of the Central • h 016 ^ ev cloped 

authority vested in the Government of Bengal bv the 11 ^ Supreme 

fail to be galling in-the two sister Presidencies with their A ' cfc could not 

and independent existence. The first Marhatta \Var ' ^ Editions 0 f equal 
the resentment which the Bombay Government not " ^ ^ 6&r ^ indication of 
wanton supercession. And in the years that followed UQnatura % felt against its 
never quite disappeared altogether. Though the tr v ^ Tantlin P sense of i n i urv 
supplemented by the requirements of legislation * Ul0Qs of independence were 
Vanished altogether; and the Central Government^ ^ ° f r ^PonsibiU fc y had 
01a extrava g a nce, even when it did not itself sefc tll Was to check pL 

The Provincial Government* were theoretic^ “ *" 
rentog Iheir meoraes, according to the minute, ae a““° t>ott „„d „. 

the -ScWtely local espenditdre, and they had to dem^f ‘°“ m ' *** ,M Wow 

■ • 1 P “ d o» the uautwe, doled 
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out by the Central authorities. But the three or four men who made up the Go- 
vernment of India had neither the knowledge nor the energy to control the great 
Provincial Satraps; for a man like Elphinstone or Metcalfe cannot, fail to speak 
with a greater authority than an Amherst or an Auckland. The result was that 
while the Provincial Governments had no interest in collecting their revenues or 
economy in spending, tiic earning as well as the spending departments, which 
had necessarily to be left in the hands of the Provincial authorities, suffered from 
the negligence of local officers as‘much as from the meddlesome interference of 
the supreme authority. 


VI.— THE REFORMS OF ftlLSON. 

Into this chaotic mass, rendered still more confused by the last titanic struggle, 
order was attempted to be brought by James Wilson, India’s first Financial Minis¬ 
ter.* The last three years alone had added nearly thirty million pounds to the pub¬ 
lic, debt of India, and there was a gloomy prospect of endless deficits ahead. The 
new Minister for India, Sir Ch. Wood, and the first Viceroy of the English Grown 
both agreed that the evil could be only lessened by entrusting the task to an ex¬ 
pert financier. Wilson had started life as a poor apprentice to a small shop-keeper 
in a Scotch town. Thanks to a powerful intellect and unwearied exertions he had 
raised himself step by step on the ladder of fame. His commercial career suffered 
a set-back in the great disaster of 1837, but he passed from the counting house to 
Parliament, from the city to the Fleet Street. As editor of the Economist, he had 
taken a most prominent part in the most burning questions of English politics 
of his time— the Repeal of the Corn Laws, the : reorganisation of the Bank of 
England in 1811, the abolition of the Navigation Laws. In the Government of the 
country also he had his share. Upon the general questions of finance, Taxation 
and currency, Wilson, though an authority himself, Was gratified to find his views 
in unison with those of Sir Charles Wood; and as regards their application to Indian 
conditions, lie received his instructions from the head of the India Office before he 
left the shores of England, never to return there alive. 

Wilson presented his first Budget in February I860. The Parliamentary 
traditions that this departure recalled were fully lived up to by the author of the 
Budget system in India. We shall reserve for later actions the great reforms 
Wilson proposed in the Indian Tax system, as well as tlie hard struggle he made for 
retrenchment of an ever increasing expenditure., Here we shall only mention 1 lie 
general principles he laid down with regard to the management of the Indian 

Financial System. 

He started by pointing out the discrepancy between the estimates for 1859*60 
laid before Parliament by the Secretary of State in the August preceding and hU 
own figures as then presented to the council; and, though there were sufficiently 
good explanations in this case, such as remission in taxation, errors in calculation .. .. 

* Tiie financial Department of the Government oi India was created in IS 13-44.* Op. 'Wilson’s hret ^ 
Dudgefc epench. nut no separate minister was appointed tifr 
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would be inevitable, not only because the figures were very considerable but because 
the revenue had to bo collected by so many different Provinces. Besides, the 
sources of revenue were also uncertain. The ideal, always held before the English 
Chancellor of the Exchequer to make his Budget estimates of a year tally as nearly 
as may be with the final accounts of the year, was, Wilson felt, almost impossible 
iu India. For though, the system of public accounts in India did admit of consi¬ 
derable improvements—and Wilson suggested a special inquiry in the matter; 
and there was ample room for the introduction of those salutary maxims of English 
Finance,—such as that all income and outgoings of any year must be recorded, 
credited and debited iu that year alone — the inherent weakness of the Indian 


Financial system made the Chancellor s task of budgetting in advance exceeding¬ 
ly and peculiarly difficult. Land revenue, the greatest source of public income, 
was at the mercy of wind and weather. Opium revenue, another considerable 
'item, was well-nigh a lottery, the market being so completely dependent on 
speculation. And, though he does not expressly mention it, he must have felt 
that the whole tax system of India was singularly inelastic. There was not one 
item of revenue which, at a pinch, could be easily increased to tide over an 


emergency. 


Admitting these peculiar difficulties of Indian finance, Wilson, however, was 
not blind to the weakness in management so characteristic of Indian Finance 
The Mutiny, he calculated had. cost in three, years £30,547,148 ; and even allow¬ 
ing for all increase in income and reduction of expenditure, lie feared a deficit of 
£6,500,000. He showed by figures that since the cessation in 1813 of tin. Company’s 
trading privileges, there had been only 13 years of surplus—aggregating £8,895 
437 and 33 years of deficit aggregating £72,195,416. These figures could not but 
convince him that, 


“The normal state ot Indian Finance may be said to be deficiency oi income 
and addition oi debt. ” 


Elsewhere in the same statement he said, 

“Loansmay bo justified in times of war, and as thB iv.no • 
after; but even then they should not bo exclusively rdhS w 0 ™* ,? f war for a year 
borrowing during war time, he added, "involves some nrc-oo^ P Ut tlle tlloor y of 
times of peace....a precept whioh had been mere homing a ? e ? sit y fco reduce debt in 
obedienco in India.” - ec i *n the broach than the 

To carry out this theory, Wilson’s only hope was i +t. 
of India. Like many other English statesmen of hi 1 1 ie LX P iU -d>ng resources 
u „ • 01 ™ Wilson believed: "' 

“ England does not and never has exacted tribm« t 
raised in India is devoted strictly to Indian purpose,. » Every rupee of taxes 

STEP to “ “*>" “ ■* * “f 1 ? » 

Wlia the true interests 

lie, therefore, wanted to arrange the fiscal policy of in,i; n ■ , ) 

was then hooesUy Mined to he in the boat in**, of ™ t0 Bttit ** 

ox any country, 
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Besides the alterations in the fiscal policy, which will be considered more in 
detail later on, Wilson tried to readjust expenditure and revenue. In making 
retrenchments in the former the Government of India, had to consider the point 
below which retrenchment could be carried consistently with good—or, as it after¬ 
wards came to be understood in the official mind;—efficient government. And 
though considerable retrenchments were made in the civil and military expenditure, 
it was still in excess of revenue. The additional revenues Wilson proposed to 
raise according to principles which had never till then been clearly laid down. 


« All taxation,” he thought, “ must bo based on tho postulate of perfect equa¬ 
lity and justice as between tho different classes of the community,. Tho European 
could henceforth no longer expeot to be accorded a special treatment merely beoauso ho 
was not an Indian. And the canon of equality was laid down too broadly aud clearly 
to allow the agriculturist to benefit at the expense of the industrialist. Moreoverr.il 
taxation must be in accordance with sound commercial and financial policy.”* 

By this our first Finance Minister meant, of course, the free trade doctrine then 
most in favour with the English statesmen and economists, which may be taken 
to be,the first beginning of the Free Trade policy for India. Lastly we may mention 
the third principle laid down by Wilson, that 


“ The taxes in India ought not to be Buch as would go against the religious beliefs 
and sentiments of the people.” 


This canon, though a little too conservative, was nevertheless inevitable for the 
Financier who had just witnessed probably the greatest cataclysm within his 
memory stirred up chiefly on religious grounds. 


Summarising then the changes made by Wilson we find that:— 

(1) He for the first time introduced the Budget system in Indian Finance. 
Difficult as it was to make fairly accurate estimate of revenue and expenditure in 
advance under the Indian conditions, it. was nevertheless of immense service in 
bringing order out- of chaos. The Government knew approximately their own posi¬ 
tion in advance. But for an unexpected calamity or windfall the actual realisa¬ 
tion would! correspond substantially to the estimate. The extension of the system 
of budgetting to the more important spending departments like the Army or the 
Public Works tended in the same direction. Henceforth Government could plan 
for spending more or less on approved scientific principles, and distribute their ex* 
penditure, when necessary and advisable over a . erics of years, making at the same 
time adequate provision for meeting the expenditure. Wilson perhaps did not 
foresee all the results of his new departure; but we may notice in particular two 
at least of the unexpected consequences of this alteration, The subsequent acti¬ 
vities of the Government of India for the economic development of India in per¬ 
fect keeping with the ideal of benevolent despotism were facilitated, if they were 
hot directly caused, by the Budget system. And though we can easily imagine 
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Buugot speech vi Wilson iOth February, 1800* 





that the first Budget speech of Wilson must have proved as amusing as it was a 
novelty to the veteran councillors of the Viceroy, the Indian Council began 
insensibly to model itself on the English Parliament. It was a far cry from the 
first Budget speech of Wilson to the day when Indians should claim the power 
of the purse for themselves. But the impetus was given, "interest in financial 
questions was aroused. Financial control was perceived to be the indispensable 
condition of the democratic state, and the absence of that control the hall-mark 
of absolutism. Anglo-Indian'officials did not always take kindly to the Budget 
system, and though after Wilson’s changes it was too late to refuse to prepare 
a Budget altogether, the accompanviug speech and discussion they frequently 
avoided by giving the Budget in the form of a minute published in the Gazette.* 
During the whole tenure of the Finance Ministership of Sir William Muir,- not a 
single speech or discussion took place (1874-77), while Sir J. Strachey’s superior 
mentality condescended only twice out of five years to invite discussion. Major 
Baring, afterwards Lord Cromer, had not the same^gopd reasons that Sir John had 
to avoid too much publicity. But even Cromer and all his successors took advan¬ 
tage of the system of minute writing in order to escape unwelcome criticism. But 
the original force was not exhausted, and the Indian Councils Act of 1893 made 
Budget discussion compulsory. The opinions of the Legislative Council were not 
made binding upon the Government even by the more liberal reforms of 1909. 
But the Budget discussions of statesmen like Sir Pherozshah and Mr. Gokhale 
could not but abound in useful hints even* to a most indifferent and 
contemptuous Finance Minister. 

(2) Another of Wilson's momentous changes, so far as the general organisa¬ 
tion of Finance was concerned, was the emphasis he laid oh testing each item of 
revenue and expenditure, taxation and borrowing in the light of the principles of 
economic science. Though to-day our faith in the immutability of economic prin¬ 
ciples is not as solid and unquestioning as that of the contemporaries of J.S. Mill. 
lt ( ’ anuot but be regarded as h. healthy change in India of his day. The generations 
t hat have since grown up have doubted the wisdom of a Free Trade policy of the 
1 in Government; questioned the soundness of our Railway finance, our 
Uj 111 j * n,urance scheme, our Direct and Indirect Taxes, our Productive and 
removal - £ ^ ex P en cliture. Even the fundamentals have changed. But still the 

or the capriccTof th l',' 63 ^ 0113 ^ roia ^ ie considerations of the need of the moment 
f <>r a self-sutfioi° t T <>OVl ’ rnora la undeniably a service. It is easier to counteract 
eaueraoy principles than precedents. 


• fteiwrsr t ids course was adopted it was ..._ 

tlofc. wanted and consequently no need to present the Bud** to “ H,MC va * 
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PART II. 


CHAPTER I. 



PUBLIC EXPENDITURE IN INDIA 1859-60 TO 1919-20. 


VII. GENERAL CONSIDERATIONS AFFECTING PUBLIC EXPENDITURE. 

■ I 

The theory of public expenditure has been almost completely ignored in 
England owing to the dominant school of English economists of the last century 
being all saturated with the doctrines of “ Laiss ez faire. ” The great liberal 
financiers did, indeed, lay stress on the need of watching carefully the growth of 
public expenditure*; but their views were the result rather of a desire for retrench¬ 
ment than any clear perception of the proper principles governing the distribu¬ 
tion of public expenditure. They held the State to be a necessary evil whose scope 
of activity could not be too jealously restricted. Adam Smith had laid .down 
three chief duties of the Sovereign, in which, along with the protection of 
subjects and maintenance of order, 

“ The duty of erecting and maintaining certain public works and certain public ins- 
titutione, wbith it can never be for the interest of any individual or sjnall number of 
individuals to erect and maintain.’* 

found an honourable place.j* But the doctrines more in accordance with the facts 
of the English financial history in the Nineteenth century was that laid down by 
by Sir H. Parnell who held that the State should not incur any expenditure ex¬ 
cept. 



“ ior necurirr aomo public object, which could not bo had by any other agouoy and 
even tinij “any expenditure* incurred beyord wliat necessity absolutely requires for the 
preservation of social order and for protection against foroign attack is waste!.” 


It is a logical conclusion from such ideas that any expenditure for objects other 
than the maintenance of order and-protection was a dissipation of national savings 
or impairing the capital strength of the community. 


* If there be any one danger whicn has recently in an especial manner beset us. that dancer 

has seemed to me to Ue duiing recent years chiefly In an increased susceptibility to excitement, in our prone¬ 
ness to constant and apparently boundless augmentations of expenditure.1 do not. refer to tJds or 

that particular charge or scheme.---But I think that when in an extended retrospect we take notice 

of the rate at which we have been advancing at a certain number of ycais, we must see that there has been 
a tendency to break down an barkers and all limits which restrain the amount of public charge. For my port 
I am deeply convinced that fill excess in tho public expenditure beyond the legitimate wants of the country is not 
only a pecuniary waste . . • - - but a great political and above all a great moral evil. ” Gladstone Budget 
spwch April 1861. See also Peel s advice to Gladstone a* quoted by. Buxton and rnproduced by BaaiaUe 
u Public Finance " 

t Wealth of Nations P. 286. 

t “ Tract lop the Times ” quoted by Adams "Science of Finance,” p, 67, 













An adequate theory of public expenditure, disregarded in England, was ela¬ 
borated in Germany with all the characteristic thoroughness of the German mind. 
Considering the State to be a new organism different from the totality of its citizens, 
and ondowed with ideals of its own, they developed maxims in conformity with 
those ideals to regulate the outlay of public moneys. With its sovereign power 
to command the wealth of each individual citizen, the State must so apportion its' 
expenditure as to develop fully the national institutions according to the accepted 
ideals of National development. These ideals, it is true, are constantly changing. 

The Militarist State, for instance, would consider its military expenditure on 
entirely different principles from those of the Industrial State. Besides, these 
Ideals are often not the spontaneous expression of the national life of any given 
community. More often than not they are imposed upon it by force of circum¬ 
stances, by environment, by historical accidents. Though hitherto develop¬ 
ed on the lines of Non-Intervention, the instinctive Imperialism of a prosperous 
people has asserted itself in the United States of America, till one wonders if the 
age of Imperialism can evor be ended. France is another example of a protrusive 
democracy, highly civilized, compelled to maintain a scale of military expenditure 
inconsistent with every principle of that civilization, except the l^acv of “ 
vanche. ”* The ideal of Nationality itself has in the past caused an amount ' f 
waste incompatible with the degree or benefit received disuronovt? * 

Bain k°pe, 

world war, saner ideas of international amity will erneree from ft, i 
ch. 0 , of the » Eurepe.u Anarchy ■■ of ft, fast “ ,*! "f» , «* 

from the terms of th. treaty imposed by the victors upon the vam.uished if r 8 '” K 
even now altogether free from the clouds of War. The perceotiL f A j &Te 
of collective life, the subordination of the individual to the crLmuhtv 
boration of each to the common good of .11, indispensable for a prop'; „ ° 

tion of pubbe expenditure, require, a more spiritual ideal of the State tl.au ,h~ 
one inculcated by the rampant commercialism of the West „ . . 

education than the Bourgeois Board School or the A™t 1- TT m ° re 8 P mtual 
allow, . ' totocratro University could 

It must also be noted that if we cannot adopt 
independent of our environment and our traditions * ^ ° State life- 

irrespective of the material resources of the eo ' * ^ eSS can w ®*r«?aliae them 
where a share,—large or small,—of the total wealtl ^ u ^lic income is every - 

oxpenditure, whatever its urgency, cannot be u , commuu ^y ; and public 

question of cost, <jf considerations of ability 1 '' ^ ta ' cen a ^' a y a regardless of the 
can repair the misfortune of a past completely U ** Uuitod States Americj 
spending millions on the treasures of the Pen f “ tiStiC Creati0U b ! 

.^The attltudo of Franc Hnri^TT - ~T" -—_ ° tUah aa <l the. chisel 0 
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other countries; but the Chief of Sikim will find it difficult /to maintain the 
• r reat wealth his people have inherited in the shape of th6 artUfcic creations 


of the past. 

We mav then generalise that public expenditure is directed by the ideals of 
• national life adopted or imposed upon a community, and limited by its available 
resources. There is, however, one exception. Expenditure, calculated to improve 
the material resources of the community, may be incurred, even if its own unaided 
resources would not permit it to undertake these works, from capital borrowed 
from its neighbours. The actual political structure of a community may also 
exercise a modifying influence on the general principles stated above* If, for exam¬ 
ple, there is a division of authority for spending, between local and central or be¬ 
tween State and Federal powers, the division would affect not only the amount 
spent but also its adjustment, and even its direction. 


A fuller theory of public expenditure would be out of place in thus work, even 
if there was no chance of its being misapprehended. It must be recognised, more¬ 
over, that any such theory will be inadequate always to provide the practical 
financier with clear cut rules in the guidance of his department. The appropria¬ 
tions from the public purse are likely to be abused. But the remedy for the abuse 
is to be found not so much in a rigid code of Financial maxims, (which is illusory 
when framed, if not impossible to formulate) but in an intelligent public opinion 
and in an efficient organization of control. The observations of a general nature 
incorporated in this section are intended as a guide to intelligent criticism, and 
have no pretension to be considered unimpeachable axioms. As regards the organi¬ 
sation of the control over the spending authority and the mechanism of proper 
accounting and auditing we shall deal with it in another section. 



VIII.—CHARACTERISTICS OF PUBtlC EXPENDITURE. 

EXPENDITURE AND EFFICIENCY. 

The total amount of public expenditure being ultimately dependent on the 
wealth of the country, it might be felt as though the same canons which apply 
to the expenditure of private incomes apply to that of the public revenues. It 
is, indeed, as much true, of the individual as of the State that the excess of expendi¬ 
ture over income, if it continues for a long time, might cause anxiety. But in 
spite of this similarity there are many and more radical differences. Every.pri. 
vate individual of intelligence and regular habits ought to make at the commence¬ 
ment of each year an estimate of his revenue and expenditure, on the model of 
the public Budget. As a rule private individuals are spared the trouble as their 
income and expenditure are very nearly fixed and equal. But in the case of the 
State such an estimate in advance is not only useful: It is indispensable. The 
^stilus .raised and spent by a first class modern State are so vast that without a 
careful estimate serious mistakes, confusion and waste would bo unavoidable- 
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Again, an individual is almost always absolute master of his income. He need ‘ 
not render any account. If he finds his expenditure habitually outrunning his 
income, the dread of the prison, or of the refusal of his Banker any more to accom' 
modato him, would automatically induce him to cut his coat according to his 

cloth. Governments on the contrary receive and spend on behalf of others_the 

Tax-payer. Having little interest in economy and every inducement to be prodi- 
gal in the interests of the ruling class, they are more likojy to err on the sido of 
profusion. In the case of the individual, moreover, the side of the balance sheet 
over which he has least control is the side of income. In the public Budget the 
part which is considered to be least admitting of variation, is the side of expendi¬ 
ture. Hence while an individual must regulate his expenditure according to 
income, the State, generally speaking, finds the determining factor in its 
expenditure. 

There are still others and more vital points of difference between the indivi¬ 
dual and the public Budget. The laws of his Society effectively restrict the indivi- 
! Ua 111 his search for an income, but the sovereign State admits of no restraint on 
its actions save those of its own will. The objects, besides, for which the State 

. . 10 * ' Ulms aie Capable of an objective appraisement. Its area of opera- 

IU proper bal« n „. 

ir there »a Merenee. the State wo'ahl ^ ^ ** ““ 

diture than a superabundance of revenues.* A rZll' , *“ 

Expenditure gives rise to possibilities of waste coL», , T* InC ° me ° V * 
temporary borrowing to adjust the balance would be Cignifil^t ^ ^ 

In his great work on Finance M p t „ v> u 

• , , . - • J . Le Roj -Beaulieu has shown l,v 

comparative statements, how steadily in ; , , „ , • 

W „ m the last hundred years the expenditure 

ol European countries lias been increasing ...... 

■ a An indiscriminate condemnation of 

every increase in the scope of State activity i i , ,. . 01 

the increase on the ground of the natural i mni . /1 1Uany a ^ tt Klst to ex piaiu 
democracies. Without wavering in the least ii au< ^ maladministration of 

yet be admitted that there are factors in denioci-ul •' *** ^ emocracy * ^ ma . v 

to economy iu expenditure, or even to its proper y & U °* LX '^ US1X e b r contributing 
But even so it would not explain this steady i lu . r ' ll '* lucl 't and just di .tribution, 
deeper, more radical. The population under |* S ° 01 a century. The causes an 
civilized States of the world has become more > ^ ^ ov crnment of the leading, 
cious of wants, better aware of the means of fulfi^° US> m ° rc ro ^ more cons 
of the means and their cost. On the other ban,/ loSs carcuu > 'possibly 

diture are insignificant, if not non-existing, n’ ^ es Ending to reduce expet 
pubUc expenditure special mention must be made If“^ co teudin S to incroas 
more marked since the beginning of this century if,, * iC rise in P ri ces. Thoue 
H 7 G ?' -Warns •• Public Debts ” (pp 78 S3 j-7- — taken to be present a 

a WftUB with thnlr lira, 





through the last century, ever since, in fact, the Industrial Revolution was accom¬ 
plished in England. The rise in prices not only demands a revision of the salaries 
of public servants; it makes the charges of such items as the equipment for the 
Army and the Navy relatively more costly, and the payments made by the State 
fpr every kind of Stores more heavy*.* Another factor leading to an increase of 
expenditure which ought to be specially mentioned is the growth of public indebted¬ 
ness and the consequent increase in the burdens of interest. Much of the debt of 
the European and American Governments is due to a legacy of past wars or* 
misgovernment, though, before the last war, an appreciable proportion of the Ger¬ 
man Public debt was due to works of Public Utility. There is the greatest differ¬ 
ence between the debt incurred for the wasteful object of a war and that occasion¬ 
ed by a well-planned scheme of national development, even though it should hap¬ 
pen that by their very nature such works are apt to. be antiquated and useless in 
a limited period of time. It is conceivable that as the canal was superseded by the 
Kailway, so the Railway might be superseded by the Airoplane or the Airship. 
I n spite of this danger such works, while they are in operation, bear their own 
burdens and still lea\«j a margin. And if we may adopt for the sake of illustration 
the language of commerce, with a proper depreciation fund, the capital invested in 
such concerns is bound to be reprovided by the accumulated surplus from the 
profits of these very concerns.f 


Among the negative causes for the increase of expenditure the place of honour 
must be given to the relaxation of control and vigilance, due partly to a growing 
prosperity in which people become indifferent to such notions of economy sugges¬ 
tive of straitened means, but largely to the mismanagement characteristic of new 
Governments or unsettled States. The facility with which a strong Government 
can now-a-days raise fimds by taxation or loans is also a factor tending in the 
same direction. And democracies, particularly in federations, encourage the 
representatives of each small unit to secure the greatest possible portion of the 
resources of the large unit that he possibly can, and so the cumulative effect of 
these votes are in favour of increased expenditure. To notice this factor is not 
necessarily to condemn it. An enlightened democracy, with a truer and more 
comprehensive realisation of the functions of the State, may find itself compelled k 
to expand its sphere of public utility which would inevitably lead to increases 

in expenditure.! 


» The effect of a rise >n prices arc visible inlndlau Budgets ever since the time of the Civil War In tho 
United states when tiie Indian products began to find a more favourable market in Lnglaud. finance Miuie’ 
ter after JfJaunce Jtlinkter are compLumng. in the latter quarter of tne last luif century our price level m 
India was very much disturbed by the lad In the value of silver in terms of gold. 

. t The late Mr. OOKiiaie often said from his place in tue Legislative Council that he was not afraid of 
the public debt of India, as £ re . f portion of it was secured by works of undoubted value. It is doubt¬ 
ful if nig judgment would nave remained uj.aifce.’ed by tue recent additions to tne debt for the purposes of 
tho Luropeun War. beo the chapter dealing „itu the debt oi india. 

i in Judia tho conception of tne duties of the State favoured by tho officers of the Company was 
naturally a reflex oi the dominant idea in LngJand. A misconception about the causes of the Mutiny lias .to 
j'ome extent perpetuated the ideal of State neutrality In India. With the exception of some works oi materia! 
Improvement such as tne irrigation, canals and the Hallways, the Government of India has not yet accepted 
the duty of educating its subjects nor combating with tne problem of poverty. The Beggar Committee ltcport 
pqblish**4 a thort wliilo ago and relating to the Bombay Presidency considers t he beggar in theiisb 10 * 
an offender, and the iteport can, therefore, be scarcely regarded as a step to solve the problem of poverty- 
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We have examined at some length the causes governing the increase of public 
expenditure in order the better to apply the principles to the analysis of the Indian 
Public Expenditure. But the discussion would be incomplete without a mention, 
however brief, of the causes tending to a reduction of the Public Expenditure; 
Every measure of the conversion of the Public Debt or the reduction of the Interest 
is to that extent bound to diminish expenditure*. Redemption of anv portion of 
the Public Debt, though in the year in which the operation of the Redemption is 
carried out the total expenditure, may seem to be inflated, ultimately acts in tlie 
same direction. Administrative reforms and simplifications in Financial machinery 
have an identical effect. The transfer of a number of spending Departments from 
the Central Government, which can but ill control them, to the local governments, 
more capable of a proper appreciation of the activities of these departments as 
also more likely to check them, has a similar effect, though it may be that the 
greater attention paid to these departments would lead under the pretext or neces¬ 
sity .of improved efficiency, to an increase in the expenditure in the long run. 

A point which we have not mentioned yet in this connection, rises out of the 
oft-repeated claims of the Government that all increase in expenditure represents 
an improvement in efficiency. But the test of efficiency in administration, parti¬ 
cularly financial administration, lies not so much in a mere increase of the total 
expenditure; not even in a niggardly refusal to spend ofc any occasion; but in a 
well-distributed expenditure likely to benefit all departments and all sections of 
the community according to the ideals of the day. The States, the^efo^e, which 
most frequently allege this reason for the increased expenditure are nbt always the 
best in the distribution of their Public Income. In the review which follows ol 
the Public Expenditure of India an attempt Will bo made to S W hpw far *uch a 
claim is tenable on the part of the Government of India. 

v \ » V' 

■ • - V\ 

IX. THE PUBLIC EXPENDITURE CONSIDERED GENERALLY. 


the last si: 

sty years. 



A'ear. 

Amount in £ 

Year. 

Amount in £ 

1858-59 

50,191,690 

1879-80 1 

48,307, ue 

1859-60 

50,372,711 

1880-81 

52,648,96$ 

1800-61 

4 6,749,936 

1881-82 

48,574,764 

1861-62 

43,538,502 

1882-83 

46,390,963 

1862-63 

42,971,340 

1883-84 

46,768,187 

1863-64 

44,201,120 

l'884-8o 

46.992,199 


Year. 


ins «■**>■» important 

the section ™ & 

6 - . 


1900- 01 

1901- 02 

1902- 03 

1903- 04 

1904- 05 

1905- 06 




Amount in £ 


65,136,375 
59,681,619 
52,22$,871 
67,971,782 
67^656,879 
68,754,837 


tS“,fi es Owvorsiunsensibly vedue- 
lmlin ,Uso - for u fuller 













1864-65 

45,588,905 

1885-86 

47,973,174 

1906-07 

71,656,135* 

1865-66 

45,748,681 

1886-87 

49,132,270 

1907-08 i 

70,697,229 

1866-67 

44,108,227 

1887-88 

50,948,192 

1908-09 

73,494,246 

1867-68 

49,060,873 

1888-89 

50,747,052 

1909-10 

73,986,854 

1868-69 

55,305,793 

' 1889-90 

50,913,167 

1910:11 

76,716,786 

1869-70 

50,122,841 

1890-91 

51,985,887 

1911-12 

78,895,416 

1870-71 

49,396,068 

1891-92 

54,340,936 

1912-13 

83,754,964 

1871-72 

46,478,837 

1892-93 

, 55,345,944 

1913-14 

82,894,752 

1872-73 

47,907,517 

1893-94 

55,808,216 

1914-15 

82,942,936 

1873-74 

50,890,627 

1894-95 

56,938,729 

1915-16 

85,602,198 

1874-75 

49,587,575 

1895-96 

58,372,660 

1916-17 

98,050,430 

1875-76 

49,013,871 

1896-97 

57,878,912 

1917-18 

104,575,273 

1876-77 

57,649,340 

1897-98 

61,695,878 

1918-19 

127,078,153 

1877-78 

61,916,224 

1898-99 

58,298,081 

1919-20 

145,644,100B. E. 

1878-79 

44,941,413 

1890-1900 

58,714,731’’ 

1920-21 

132,$11,100B.E. 


At the outset of a detailed study of the Public Expenditure in India there 
are several preliminary points which must be cleared up, and without which the 
subsequent remarks may not appear intelligible. 

The most fruitful source of confusion in criticising a Indian Expenditure is 
the discrepancy between the figures of the total expenditure as well as of the in¬ 
dividual items. As observed in the note to the preceding table figures compiled 
from documents of the same unimpeachable authority show great variations in the 
* gross and in detail. Viewed in their proper historical perspective the variations 
may perhaps appear negligible. Certainly any sound criticism of the system of 
expenditure, which ignores these discrepancies, would not for that reason alone 
be considered unfair or misleading; but for purposes of comparison as much as 
for a comprehensive study these variations must be borne in mind and their causes 
ascertained in order the better to make comparisons:— 

\mong the reasons which explain these differences, perhaps the most im¬ 
portant will be;— 

(A) the growth of new items of expenditure. 

or what is the same thing for our purposes, the sub-division of existing items into 
Ul ..re th. a one distinct item, la his first Budget Statement Wilson showed the 
entire expenditure of £41,820,016 under the marginally noted 10 heads. 


* Except lot the last two years the figures refer to the accounts of each year. They are all given in 
£ tl.u rupees being wncertea at £ 10 upto 1808*90, and at tlio official rate of £ 1—Ks. 15 thereafter. TW» 

practice renders t-he figure* “JJJy x?U!? or M0 ? without serious modifications But even these figures, though 
taken from the Official Finance and Be\enuo Accounts of the Government of India, differ from similar figures 
given by the late Mr* Dutt in nis India under the Queen" and taken by liim from the statical Abstract. 
Tills section deds with too causes of variations of a more general type but does not relate to such minute 
variations as the detailed figures for each year. 
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£ 

1. 

Cost of collection 

.. 7,317,845 

2. 

Interest (India) 

.. 3,035,667 

3. 

Military charges 

.. 18,460,240 

4. 

Stores (England) 

.. 1,004,940 

5. 

Marine charges 

.. 816,645 

6. 

Civil charges 

.. 8,898,890 

7. 

Marine stores 

103,660 

8. 

Stationery, Mint &c 

.. 292,170 

9. 

Miscellaneous 

.. 1,839,981 

10. 

Railway interest 

50,000 


mentioned below. 




This crude way of stating tlie 
accounts of a Continent na¬ 
turally .could not be tolerated. 
Under the revision and reor¬ 
ganisation of the financial 
system contemplated by Wil¬ 
son and carried out by his 
successors, the total expendi¬ 
ture came to be stated the very 
next year under the 26 heads * 


The changes made were : 

j 

(1) Expenditure under each revenue head, occurring collectively in the pre¬ 
vious year’s accounts under the heading “ Cost of Collection,” was separately 
given, thus facilitating a comparison between the net revenue and the gross reve¬ 
nue under each head : this reform incidentally revealed many an abuse in the 

tern of collection or demonstrated the futilitv of anv <dvr>n , 

- o " 11 source of revenue or 

its unexpected success. 

(2) Refunds and drawbacks made under the revenues 

ii . • ■ , . ’ uw mg to excess of 

collection or special exemption or compensation, were also Separately shown 

(3) Charges under Civil Departments were also analysed jnlo the component 
parts with greater detail, with distinct mention of such departments as Law and 
^Justice, Police, Education, 'Political Agencies. 

(4) Allowances to tlm Native States under in,,,.; , 

. , ,, , n; . . . 1Uu 1 enaions and Revenue compen¬ 

sation, and allowances to the District or other loc.il v, r , 

, , *i. i , local bodies under special local 

legislation were also separately shown, but these have been since 1869 70 

collectively under other heads 

\ 


legislation were also separately snown, but the 
mentioned again collectively under other heads. 

(5) The Home Charges and the Charges under T>„i 1 : ,, r , 

collectively, a full analysis of these 1 being given as an <S were glv< 

In subsequent years both these items underwent n< lx f ' 0 0aph atate ' ner 
changes. The Public. Works charge was Complicated lc ‘ ltlent and «o*»Werah 
Ordinary and Extraordinary charges, between Capital . \ 7* * lstiuctioB betwe 
-TVi— : ----- _ ,M ' a ««veuuc ..utluv, as i 

Uie U0 of the Second Financial Statement nrt - 

siawsttsastM. »m 


it )- , * JUV -vuu x'Miuiiciui iwm'uwut arc I—. —— -- . r . 

.. 10 . Mlnt . . 

-ayord, Abkaree. 11 . Allowances to X.S. UUilor 19. Edm-arim. 

#• Assessed Taxes ties. U troa * 2u. VulltlcilA/ i 

4. Customs 12 . Allowances to Districts Agencies. 

6. Salt 13. Airmy ' 21. Sur>eriiniini»f$ 

0- Opium 14. Indian Navy 22. MlsSCJous° n ' 

7. Stamps. 1 Public Works 23. CHv. CWln^' i 

H. L\*t Uflioe. 1U. Salaries and Kxpoiifcj). *!• lotonvrt. * Mde *‘ 

... rii .i . . . Li, Tiii,\v* hntl .luv-rhn J>n UoitlO Ch 


8 . Popt/Qfiice, 
V.' li’alegtapha. 


bu. ohihmcs ana r.xpe' 
hfcW nud JUbtllU ' 
18. PoUrts 


'“O' lutsrortoXuwttj,; 


df 







of the Railways} from other Public Works &c. Since 1875 the Home Charges have 
been shown under each head by splitting up the main financial statement into 
four columns respectively called India, Provinces, England and Exchange. The 
last item has disappeared since 1899.* 

In the years that followed, the system of showing expenditure was continually 
reformed on the lines indicated above. In the foot-note below an attempt is made 
to show the items of expenditure in 1860-61, 1885-86 and 1915-16 f. 1 he effect 
of such continual changes is inevitably to cause confusion in the accounts often 
leading to an appreciable variation in the total as well as in the figure of individual 
items. For while in one set of figures a particular item may have been omitted, 
in another it may have been^included. 

The present mode of showing the accounts of the Government of India has 
been standardised since 1900 when the currency <juestion was settled. In fact 
after the great financial changes of Lord Cromer (then Sir E. Baring) under Lord 
Ripon the system was practically fixed, giving with the financial statement of 


* The exchange gains or losses during 1910-20 are not included here, as it may still be doubted 
whieherfhe new rates has come to stay. For iurther discussion of this question all-part the section 
dealing currency- 

f Items of public expenditure in India in 1801, 1885 and 1915. 


1860-01. 

1. Itefunds and Drawbacks. 

2. Laud Ke> enue, Sayer and 


1885-80. 

Direct Demands on Revenue. 

1. Refunds and Drawbacks. 

2. Assignments and Compensation 

3. Land Revenue (Collection) 

4. Opium ,, 

5. .Salt ,, 

0. Stamps 

7. Excise 

8. Provincial Rates 
0. Customs 

10. Assessed Taxes ,, 


1915-10. 

The items are nearly the same as 
in Col. 2 except 


Abkaree. 

3. Assessed Taxes 

4. Customs 

5. Salt 

6 Opium 

7. Stamp3 

8. Post Oilice 

9. Telegraphs 
10. Mint 


(l) Posts and Telegraphs are 
given together, but No. 10 is 
left blank. 


(2) The item Xo. 20 is subdivided 
int-o 20a and 26b. the former 
being Agriculture and the latter 
the old item of Scientific and 
Minor Departments. 


11.. Allowances to Native States. 11. Forests 
12. Allowances to Districts 12. Registr: 


12. Registration „ 

13* Interest on debt 

14. Interest on other obligations 

15. Post Office 
10. Telegraph 

17. Mint 

18. Ooueral Administration 

19. Law and J uatlee 

20. Police 

21. Marino 

22. Education 

23. Ecclesiastical 

24. Medical 


13. Army 


M. Indian Navy 
15. Public Works 
10. Salaries 

17. I..iw and Justice 

18. P.dW,- 


(3) Item 37 is left blank but 
item Xo. 44 reproduces the Old 
Xo. 37. 


19. Education 

20. Political Agencies 

21. 8 uper&nn UaUon 

22. Miscellaneous 

23. Civ. Contingencies 
21. interest. 

25- Home cliargefi 
20. Interest,qn Railways 



(4) Item No. 39 is merged into 38. 
(0) Item 42a is added to show 




i'l iSvCUIlilCUU'l l iv. Ul. 

27. Territorial and Political pensions 

28. Civil Furlough and allowances. 


r, ..*• Minor. 

■ ■ Buildings * KuaOh MU. Works. 
11- Civil W orks. 

45 . Army. 






1885-8G the accounts of the preceding ten years incorporating the changes made 
in 1885.* At the present time the total expenditure of India is shown under 10 
main and 48 subsidiary heads with the additional tables, one giving capital ex¬ 
penditure (in three heads) not charged to revenues, and the other giving interest 
on State Railwavs. 


l B) CHANGES IN ACCOUNTS. 


Another equally important and concurrent explanation of these changes or 
variations in figures concerns the more formal changes in accounts, relating not so 
much to the addition of items or sub-division of groups, but to the proper treat¬ 
ment of each Item from the point of view of accounting. This is more a point of 
auditing than of Public Finance proper. But without due attention to it, the pub¬ 
lic accounts will not be properly kept, prepared or presented. Owing to the absence 
of such attention the accounts under the Company showed considerable confusionf 
In fact a good proportion of the labour of reorganisation in the Finance Depart 
menl which was undertaken by Wilson and bis successors consisted of this mechani¬ 
cal side of proper adjustment of items in accounting. Owing to the absence of pro¬ 
per rules, it frequently happened that an apparent surplus was ultimately chang¬ 
ed into a deficit b\ the excess of expenditure due to some important items not 
being regarded as expenditure for the year in which they were incurred being 
eventually decided by the final authority to be so treated. The most notorious 
1 lust ration of the kind is to be found in the unaccountable confusion of 4 s much 
as 16 crores of rupees in the second Afghan war under the Finance Ministership 
of Sir John Str \■•heyj. In the system of accounts then in force which was regarded 
as responsible lor the error, Sir E. Baring introduced radical changes. The 
Treasure officers were requested to furnish an abstract account to the Accountant 


♦ Evidence before th* Welby Commission poiuts to the existence of n “ Green hnnV »» 
been prewired in the tl !° account5 of the expenditure of the 

meut ofludiairoui t. l |c changes made in accounts between UNO and 1* 


meat of India from lotH-oz givu s m, 
the evidence of Gokhale and of Lhuluulu 

+ sirJ Trevelyan in 1864 (Budget speech). 

‘•The most important work of all is the revUlou of the goner,U sv* 
jxisting system was established by tho has - ' ou the good old 

■ nt it. tviv , ivprLdd and confused y Of obsolete „. 


to have 
—- Govern" 
18S5. (See 


existing system 
but It has since v 
all, by a vast number 
advances. In 


1 was established oy mo r.usi- -yumany on Lie cood accounts and audit. The 

' been overlaid and confused b> a \anety of obsoleteontri?« double entry principle, 

lumber of complicated and unnecessary luterpresidenti.[amWm\^Y !rub i e ^ aljU ^es, and abov> 

.. trie course of tllc.past year, tno m-'i'Prtuclpleg wher^bv re^S«i?» PaI 5 menta P a a' me ' lts an ’ 

established In the accounts of 11. M s Ooeemtnent, lmve b euu Introduced i,,to he iLiS’^ 1 “f 0 *"?*' '’SS" 

rule Hurt estimates shall bj taken for cxi>enditure stmlns in course of payment accounta i !“ c !‘ aa thc 

thing shall lie debited and credited to thc accounts of the year ! u u-hi.'h n?,, wlthin Wtt year, and that every 
the gross receipts shall be credited to the revenue and the gross clumps *Uh°^ I s or pai ‘ l; J|| at 

expenditure shall be inv.vid.-d lor a dnal discharge in the estimates ofeachS d ? blted «» tho marges: that 
the general head of the service, and so forth- 01 the departments responsible foi 

. t The history »n( ure as well as the olUcial expiation ,• j, • 

ilomornituc country u kl< inland would have meant a hie tamtam? 1 Btotatic error—which in i 

it^pomubU) lor u f if not anything worse,—may as ucil he given hern lSiAJl® Public career of the ministe 
“■ ~ — - shows the cost of A^ y ‘ ’l' 110 table In thc margi 

“ --- dates, and as ilnallv vL "\ ir us estimated at varioi 

oi the Government, of TmVfi ^ to book in the account 
undei stand th** extent -/i 1 ?* jt ucc ^ hut a glance t 
otheial explanation temw \ l l atu E° the error. TV 
financial statement by Sir K - Barfcg in tl 

to have arisen from att piS? 1 ’ 8 ? considered the mistai 
_ tQjhe class!hed ' dovoted exclusive 

M JMtm "* m tto M Kot&vsuuSw® JSSTSS* 


Afghan War Estimates . 
JKebrnarv 1880 mut os oi. 

June 1880 
October lSyo 
March 188 L 

Exp. for War hs8l-s*> * * 
frontier Hallways ~ 


£ 

- 5,753,000 

- I.TUOO.OOO 

• 15,777,000 

• 10,005,000 
,3,100,000 

• 1,477,000 










MINlSr/fj, 
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'£/ We may add here a particularly interesting exjplnnatioi} of I licac triple vari¬ 
ations in the Revenue and Expenditure figures of the Government of India. The 
Indian Chancellor of the Exchequer lias had in the* past bitter experience.• of 
the uncertainties of the Indian Revenues arid the inability of the responsible au¬ 
thorities to check expenditure. Wiser by this, and preferring to be pessimistic 


in the expectations of the revenues and expenditure, they seem to have adopted 
since 1900 the fixed maxim of habitually understiriiating the revenues*. Perhaps 
it is a natural desire to demonstrate the excellence of their system that has led to 
this practice; perhaps the currency changes of 1898-99, required us shown more 
fully elsewhere, constantly growing surpluses. In any case the almost unbrok¬ 
en ierife of heavy surpluses since 1900 lends countenance to this view, and ex 
poses the .Financial Administration of India to the obvious critic-ism that more 
is taken from the people by wav of taxation than is really requited b\ rlu mods 
of the (Government. Even admitting the common explanation about the uncer¬ 
tainties of Indian revenues we can scarcely explain away on that hypothesis the 
variations in expenditure.*)* The distributing factors in expenditure, which 
singlv or collectively have upset the calculations in the past,may be grouped under 
the heads of (1) Famine, (2) Exchange and (3) War. As regards the first, in all 
the years of the ci: rent century there has not been a single year of scarcit y compar¬ 
able at all in its intensity to the great famine of 1899-1900, if we exclude 



f • 


* In this respect the lute Mr. 0. K. Gokbale was an untiring critic of the Government- In his very 
lirst Budget speech (20-3-1902) Mr. Gokhale remarked •• Indeed My Lord the more l think about this 

matter tne more I feel.tint these surpluses constitute a double wrong to the community. They are 

a wrong in that they exist at all—that Government should have taken so much more from the people than 
in needed in times of serious depression and suffering and they arc also a wrong because they lend themselves 
to an easy misinterpretation and among other things render possible the phenomenal optlcUm of the Secretary 
of State for India who seems to imagine all is for the best In this best of all possible lands. # , 

Mr. Gokhale explained the surpluses b> the high level of taxation side by side with an artificial rise in 
the exchange value of the rupee- He reiterated his complaint year after year and at last in 19U) he propose i 
that ail surplus should be devoted to project# of sanitary reform a measure of protest against t he utter 
heedlessnesH of Financial authorities. (See his speech in the Imperial Council 5*3-1910). 

t Table showing surpluses (plus) or deficits (minus) in the accounts of the Government of India 
between 1861 to 1910. 


Year. Surplus or deficit. Year. Surplus or deficit. 

£ £ 


1861-62 

1 * 02-03 

1863 - 04 . 

1864 - 60 

1865 - 66 
1806-67 

1867 - 68 

1868 - 69 
1809-70 

1870 - 71 

1871 - 72 

1872- 73 

1873 - 74 

1874 - 75 

1875 - 76 

1876 - 77 

1877 - 78 

1878- 79 

1879 - 80 

1880 - 81 
1881 - 8 ^ 

1882 - 83 

1883 - 84 

1884 - 85 

1885 - 80 
1636-87 
1887-88 


1889-90 

1800-91 


—50, 
1,827, 
78, 
— 193, 
2.700, 
—2,517, 
-1,007, 
—2 774, 
118, 
1,482, 
•1,124, 
1,705,1 
— 1.807,1 
319, 

-3,543 

1,423, 

—878, 

—2,420. 


— 1,60 
111 
—1,85 
2 

J .74. 
2; 451 


1891- 92 .. 

1892- 93 

1893- 94 .. 

1894- 95 .. 
1896-96 .. 

1896- 97 

1897- 98 .. 
1898*99 .. 

1899-1900 .. 

1900- 01 .. 

1901- 02 .. 

1902- 03 .. 
J 903-04 .. 
1904-05 .. 

•1005-06 .. 
1906-07 ,. 
1007-08 .. 

1908- 00 .. 

1909- 10 .. 
1010-11 .. 
10IM2 

1912- 18 . 

1913- 14 .. 

1914- 15 .. 

1915- 16 . . 
1016-17 .. 

1917- 18 .. 

1918- 10 

1919- 20 .. 
3920*21 .. 


311,090 
—555,058 
-l 031,332 
462,073 
1 , 022,666 
-1,136,082 
-3,578,807 
2,640,873 
2,774,623 
1,670,204 
4,951 t 027 
3,067,094 
2,997,343 
3,456,077 
2,092,223 
1,589,376 
306.046 
—3,737,710 
606,641 
3,936,287 
3,940,334 
3.107,634 
2.312.423 


It will be noticed that there 
is an almost uubroken scries 
of heavy surpluses from 1898- 
99 to 1913-14. The total act 
surplus during that period 
amounted to a little under 
£36 millions or Its. 54 crores 
equal to the total provin¬ 
cial revenues in a whole year- 
Before that period the surpluses 
and deficits, are almost eventiy 
balanced there having been 20 
years of surplus totalling 
£23,834,468 ami 17 years of 
deficit total £ 27.120-802 or a 
net deficit, of £3?280,394. 


-1,188,661 
7.478,170 
8,087,074 
-4.350.600 
866,100 
2,514,800 
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from the calculation the famine of 1918-19.* The measures adopted for the 

prevention of Famine,open to criticism as they may be in other respects, are never 

thcless successful so far as to render deaths from sheer starvation over a lar^c t vc-i 

impossible. The history of the famine relief policy of Government of India is 

sketched elsewhere.f Wo are here concerned to point out that Famine as a fact.- 

of variation in the Budget Estimates and actuals has ceased-to bo offirst s 

importance. With the exception of the last.groat European conflict thor-T* 

been no great war. War Finance, like Famine Relief, y discussed in greater' dot *1 

elsewhere. Its mention is made here merely in order to nothU; " ' .' <U ' 

_ 11 i • .. uuuexaas tnis second ffi.pt 

also cannot account for all the variations. As regards Exchange the 
table shows the loss through that source during the period that appende<1 
a dominant factor. There are few sadder chapters i„ the history of ^ TT''T® 
Finance than that relating to the mismanagement of the onrc UPV „ 
chapter is devoted in this work to outline the history 0 f this C|Ucst -' 1 , 0n * . A 

the bearing of the Currency and Exchange Policy on questions of p^n ^°T ng 
In this place wo have to point how far the variations in y,he .. c ,j ( i C ’■ ua ® ce - 
rupee can explain the Budget variations and exonerate the auth^; * ' ^ U ° ^ ie 
from the attendant blame. concerned 
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Year. 

1872- 73 

1873- 74 

1874- 75 
1876-76 

1876- 77 

1877- 78 

1878- 79 

1879- 80 

1880- 81 
1881-82 

1882- 83 

1883- 84 

1884- 86 

1885- 86 

1886- 87 

1887- 89 

1888- 89 

1889- 90 

1890- 91 

1891- 92 


Remittance 

£ 14,537,093 

,, 13,453,026 

, 10,974,185 

, 12,484,003 

, 12,827,510 

, 10,241,190 
, 15,059,884 

, 17,916,739 
„ 16,013,784 
„ 19,1:8,510 
„ 16,451,481 
„ 18,971,399 

„ 14,393,518 
11,578,76,9 
„ 12,325,576 
„ 15,545,145 
,, 14,392,794 
„ 15,622,525 
„ 16,130,916 
o 16.252,486 


Charge. @ c j 

680,568 22.75 

904,878 
1,045,239 
1,434,486 
2,458,034 
2,270,135 
3,117,861 
2,957,244 
2,272,410 
2,512,739 
3 > 115,563 
3,360,341 
3,535,903 
1 , 289,810 
5 >63l,8l6 
6,049,368 

6 , 383,146 

6,757,923 
5,468,057 
7,200,880 


Re. ‘Comp, 
Allowance. 


22.35 
22.15 
21.62 
20.50 , 

20.79 

19.79 , 
19.96 
19.95 

19.89 

19.52 

19.53 
19.30 
18.25 
17.44 

16.89 
16.37 
16.56 
18'. 08 
16.73 


)V 


v\ 


than any toown (toSJ 1 !??i°J 100,1 4 utfs an(1 tho ecwrni levcT ^TT~\-- — 
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. Year. 

a 

Remittance. 

Charge. 

@d —Re. 

Exch. Comp. 
Allowance. 

1892-93 

£ 

16,683,005 

£ 10,287,290 

14.98 

...» 

1893-94 

)> 

9,677,561 

„ 11,523,325 

14.54 

Rx. 619,468 

1894-95 

)’ 

17,053,384 

„ 15,044,968 

13.10 

„ 1,239,275 

1895-96 

a 

17,835,481 

„ 13,990,949 

13.63 

„ 1,327,632 

1896-97 

9f 

15,789,407 

„ 12,116^399 

14.45 

„ 935,176 

1897-9& 


9,017,194 

„ 10,562,301 

15.35 

„ 685,865 




144,292,333 




<8L 


Ever since the demonetisation of silver by European States in the seventies 
of the last century, it was clear that the Government of India, with their large 
gold obligations and all their revenues collected in silver, would be very heavy 
sufferers. They did not, however, take any steps to reduce or alter the character 
of these obligations. In fact after they had become aware of the annually increas¬ 
ing burden of exchange, they, instead of curtailing these obligations, went on add¬ 
ing to these obligations not merely by a continued system of large borrowings in 
England for the purpose of prosecuting the railways and other productive or non¬ 
productive works, but by a constant expansion of civil and military departments, 
all manned by Europeans with salaries paid in rupees and pensions paid in Sterling. 
In all the financial statements for which he was responsible, Lord Cromer.* empha¬ 
sised again and again the need for reducing the Sterling obligations of the 
Government of India. And though he was primarily arguing only for Railway 
borrowing or for other, capital enterprizes, the argument applied with still 
greater force to the increase of gold obligations through other causes. 
For while the railways had at least a pretence of being productive, and thus 
supporting their own burdens, most of the other expenditure—particularly the 
military expenditure—had not even a shadow of such justification. The steps 
that the Government of India did adopt, related to the change in the 
standard, and not to the fundamental cause of the increasing expenditure 
It was, therefore, relatively unimportant whether or not these measures 
succeeded, for whether we accepted the gold standard, or kept the silver 
standard, or adopted an international bimetallism, or fixed by law the value 
of the rupee in terms of the sterling, the root cause would remain unaffected. 
And as if it was not enough that the Government had ignored the real cause of 
the trouble, that they had not made any effort to alter the character of their 


chai ses or ti» ilvpendlture It, iw!a!ftnri 8 ^. tlle ,oUa remittance, winch is uot always equivalent to the Home 
more than wag absolutely necessary t». Us(i(i to avoid, when the exchange was against us, sending 
of fixing the Exchange after l&wj. V|,f ue Present policy oi selling Council Bills without limit is the result 
crores ui rupees. The charge column ,iet * (,SH 0,1 the remittance in -j years of disturbed exchange is 14* 
The charge column includes th/^ jreseilts *he U(jt loss in u year due to Exchange, 
of India, by way of an Indemnity for i npe,1Sii *' loft S ,ven 8 * Qce ^03-91 to the otftcere of the Government 
sums gruuted as Exchange Comoeii^H, *??? tnroi, gl l Exchange- The?figures in the last column give these 
The rate of Exchange is giv^nin ^Uowgnce. 

tions during the year. a i )CI hucs per Itupce and ia the average rate of all the remittance transac- 

^ S 1 - Budget speech of ig81, 1882 and 1883. 

the chapter^dealfug 1 wlthit!* ^ debt Wd of the interest during this periods see the table of debt to 
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newer contracts and obligations,. the Government preceded in June 1893 to add 
to the burdens and granted the Exchange Compensation Allowance.* The 
only argument that was ever advanced for such a one-sided measure was that a 
small section of the employees of the Government of India, who had to make 
regular remittances to England to support their families, 'found that it cost them 
more and more to make remittance to England as the value of the 
fell lower and lower. For the benefit of this small, but articulate ^ctun 
in spite of falling revenue and increasing difficulties, Government undertook 
this additional obligation against all considerations of equity, economy or 
enlightened administration. (1) It was against justice and equity because 
the employees of the Government ad no legal claim ± o this concession a 

“T.** x ■**. «>d emoh ,r 
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-— i , *&*uar 

of their servants only in rupees. The Government of India , , 

' •’ • anaia was scrupulously 


observing its contracts in spite of the heavy obligations ‘ qq,,, 

British soldier in India had been fixed in terms 0 f sterling nn ? I* 7 ° the 

involved a payment of a much greater number of rupees, in 1898 t] ” 

no one was hardy enough to suggest an alteration of that arranges.,,., • f 

fit of the Government of India. The payment of the pensions oUhe** -- b ° lie ~ 

vants of the Government of India resident in England had been ^ 

terms of pounds sterling, and nobody suggested a variation of the T taken in 

though it was really more than a hundred years old, having been fix ^® etQen ^~~ 

wallis in 1793, and very little altered since then to the prejudice of rb ^ < ’ urn ' 

servants of the State -because no one had the audacity to question th ^ Sa P er *or 

solemn contracts. In 1895 the Government of India could have q 

ahnost any sum it wanted at 2i per cent; and yet it never ' )orro ' v ved 

jmangenientswiththt companiesto whom ‘ ^tferiag 

•ed to guarantee a minimum of :>or 1 per cent, return on th i ^ as s t'pukit- 

Instances of this kind could be cited from ever} other 1 • lclr 1 ‘’pital investment, 
the existing contracts were found to be undeniably or • men ’ ln " bich though 
have called forth disgust and dipqay if the Government °^P re ^ Ve : it would 
in their favour. And if existing contracts could not 1 ^ Su ^§ es ted an alteration 
in favour of the Government, it may at l ea3 t be asked^, 1 ^" m '^ not he—disturbed 
tice or equity in disturbing such contracts against q tbete any jus* 

only answer that could be made to such a ^rywithat^^- (2) The 
such a powerful body as the Government 0 f l n q Ul y sllow of reason, is that 
same principles of equity and justice as would be u Q ° l be i U( igcd with the 

questions between may and man, between equal, ®“* P ? at *able when applied to 
reasonably be asked to giant concessions, eve ’ r . hc G °v<*mmmt might mm 
and its servants, if the altered circumstances mal the contract hf ^ 
ngid contorts unfair to tbs servants. F m . lh » moreen,-at 6f“u 

' ^ case tl, 0 circumstance 


remithuic^to™^ 8&M VS for the rupee t - _ 

would meau in iroVqa 0 la their salaries ^ueh of - - 

a sWUijye in that year. ll#CtlCttUya ta#olw * '<*'>»«» m&o 

l g fallen 




did not demand and would not justify sucli a concession. For if the European 
servants of the State in India suffered by a fall in Exchange the Government. 
of India were suflering still more heavily. Their existing resources were proving 
constantly inadequate to meet their obligations, thanks to the fall in the gold value 
ol the rupee. New taxes had been imposed and old taxes increased to keep up with 
the growing expenditure. Further burdens could not be met from additional 
taxation on a community, already admitted as being taxed to their utmost capacity. 
And it would, therefore, be bad finance and bud equity to the whole community — 

already overtaxed—to increase taxation for the benefit of a small though powerful 
section. 

(3) Besides while admitting tbrft the fall in the value of the rupee had dimini¬ 
shed the gold value of the salaries of the European public servants in Tndia, it must 
be remembered that the salaries themselves were originally fixed so high that the 
hardship on the European servants of the State were by no means so high as to 
justify such a concession. The lowest value of the Rupee was a little o'-er 13d. 
Taking the original value to be 22cl. there was a maximum fall of 40 % in the gold 
value of the salaries. During the present war prices—generally speaking—have 
risen by over 100% which may be taken to be equivalent to a fall in the value of 
fixed money salaries of over 50 per cent. And yet this lias not so far required any 
special compensation to Government servants above the level of menials, peons 
and low-paid clerks. IV by should, then, a much smaller decline be required to 
be compensated for specially l It is the inherent defect of our community, and in 
.fai l of the whole social organisation in the world, which makes such fluctuations 
in the value of money inevitable. But the Government would soon be bankrupt 
which would consider itself bound to compensate specially its servants every time 
such fluctuations occur to the disadvantage of the public servants. (4) Perhaps 
all tlie.se arguments against the grant of Exchange Compensation Allowance would 
have lost their sting if Government had been scrupulously, meticulously fair in 
awarding this grant. But the grant was made to all the servants of the State whose 
fcalai,es lluJ * u,l >re<l by the vagaries of the Exchange—in other words only to the 
European servants of the State Now, if i t be admitted that the fall in the value 
of the rupec.had caused a rise .in the general price level, which it would not be de- 
med was fixed according to gold standard, the Indian public servants lmd suffered 
in the same way, and perhaps to the same extent* by the rise of prices in India, 
lo exclude him rom the receipt of this compensation allowance could not but 
make the Indian ^ that his .country existed for the benefit of the European and 
not for his. (5) bail another defect in this grant-a defect of detail but of very 
great importance- was that’that the grant was made to all European servants of' 
the State alike, whe .er they were already in the service or not. It may, perhaps, 





11 T11U vim.~ 

27 nn<l 

aw 11 


wIk. linn*.,.VV ,1 V , :v 7 t ■ ■ ,7irr ^ ,n number ot yard* of eiutli ol a j 

uc^i tecUy lyuud that the ^nrcl stick was increasing in size three to four i»er cent 
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V V 

be specially pleaded on behalf of felie old servants that since their entrance into ser¬ 
vice the conditions had materially altered, and Government might be pleased to 
consider and compensate them for their new hardships. But the same argument 
could scarcely be urged on behalf of the new servants—those who had joined 
when the fall in exchange had become an accomplished fact! and only the extent 
of the fall was changing from year to year ; or worse still, those who were to join 
after the fall had reached its maximum. It might well be argued that these latter 
joined with their eyes open to the prevailing state of things. They would of course 
naturally benefit from any measures Government might adopt to steady the ex¬ 
change value of the rupee for their own safety. But why should they be given 
any special compensation when they were perfectly aware of the decline in the 
value of the unit in which their salaries woujd be paid ? It was the -absence of anv 
wwooabte to this .,««t.o.., along »itl, all the foreg . • 

against this grant, that mntlc the pohoj so thoroughly objectionable, and that ' 

has exposed the Government of India to the legitimate and serious 

whether Under specious pretexts they arc not really indifferent to the inteStsof 
the people of India. 

This is perhaps too long a digression to be inserted in this place ' It \ 
cessary—unavoidable—to show how attempts are made to mitigate theblai ^ 
misjudged acts of policy by urging specious arguments about an unf^v ouri |° l 
providence. The variations in Exchange would have caused comp.uatively f 
and unimportant fluctuations* had the Government of India (1) taken 
limit, and gradually to’diminish, their gold obligations, as they could h , ^ ^ 
with little difficulty even after the danger had become imminent • (•') j ^ ^° Ue 

taken wars of aggression or coi led to the military streneth UndL ' 1 ' 

Iructed defensive but. unproductive railways from foreign 1 J \ U01 COns ' 

land (3) not added unnecessarily minai-a^w al . botrowed 011 

f Exchange Comnensaticm au„ .' ’ ., 1Uble ^urdens under 

Whlch ’ ^ 1>owi »g constantly, 
v cen estimates and actuals. 

As would have appeared from the foregoing discussion 
more increasingly apparent in the subsequent sections tl * ** as v ’ become 
tuations is to be found in the inexperience if n )t ^ cauSe of Such fluc- 
eers of the Government- of India in charge of th c p * C * of the ofli- 

most important office-* arc reserved for—or are USu ^ UlUcc department. All the 

a ns- men of liberal ''training in their youth W h ' occll P’ e d by Indian civili- 
rigid rules has hardened and made impervious to ^ ^ 8es ^ under dry and 
of seeing or correcting their mistakes. Called ***** ideas * and incapable alike 
•familiarity with immense and complicated accounts duicllai '§ e d uties Jequiriqg' 
reaching economic effects administering a den. * r Ca ^ u ®questions of far- 

__ 1 rtm “ t <»-«* 


usurious terms 

the pretence of Exchange Compensation Allowance 
were a fruitful and permanent cause of variation betw 


♦ Gl»: Waoha’a evl&e bdm ttu Welby OjuiuhiibuT 
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statesmanship, they were neither accountants 
nor economists, nor great statesmen, whatever their merits as administrators 
may have been. 

(2) Another patent factor for variations, usually on the. side of excess of 
expenditure, though occasionally on behalf of economy, lies in the almost absolute 
power of the Secretary of State and of the India Office to suggest or sanction addi¬ 
tional expenditure of almost every kind. We havodiscussed elsewhere the nature 
and extent of constitutional checks as regards Indian expenditure in the section 
dealing with Financial Organisation. Here we have only to note that on account 
of this almost unchecked authority to initiate, control and sanction expenditure, 
the India office has again and again thrust upon the Government of India 
additional and unwelcome charges, often with the acquiescence or connivance of 
‘the officers in India, but sometimes even against their unanimous opposition. 
And as these changes are made often at the eleventh hour fluctuations between 
estimates and actuals are bound to be serious and unavoidable.-'. 



exercise of the most consummate 


(3) Lastly the present practice of commencing the financial year from April. 
1st has nothing to recommend it in India except a too, too faithful imitation of the 
English system. In England the practice has its justification not merely by right 
of prescription, but also because it is suitable to the commercial customs of the 
countr yf. The bulk of the revenues in England consist of tax-revenues,—chiefly 
direct taxes, which are commonly paid in the first month of the calendar year— 
that is at the close of the Budget year—when the large Corporations or landlords 
have realised their profits or rents, and are able to pay the income and property 
taxes. Similarly the bulk of the payments by the State being made on quarter 
days, chiefly in the last quarter, the commencement of the financial year on April 
1st is quite suitable in England. But in India the most important sources of reve¬ 
nue depend upon the character of the season, and that character cannot be final¬ 
ly settled till about October. It would, therefore, be of great benefit if the finan¬ 
cial year is made to commence from October 1st. All the important items of re 
venue can then be pretty correctly estimated, and so too the expenditure. The 
column for Revised Estimates may even be altogether dispensed with, since, with 
a fubr development of tie system of Provincial Finance and a better control and 
«I]< [ sysem, e »» accounts in all branches, of revenue and expenditure can be 
concluded by f be end of the 1st week of October. The Budget may then be pre- 
pareA aid introduced about the middle of October, to be finally carried before 
X’mas. II tilt, ic one i3 carried out, the financial procedure would at once be 
more simple and accurate. Buttbis or „ simi ] ar suggestion, though pressed before 
the Wclby Commission, has not yet been accepted by the Government of India. 

a lunar v ??? i/u of , even noW in connection with the laud BcV'-nuc 

a lunar >ear, it la liable to variations widen makes it uiibulfccd to be a sound fiscal period* 
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D. CONFUSION BETWEEN CAPITAL AND ORDINARY 
EXPENDITURE. 

(c) Another alleged reason to explain the variations between the estimates 
and the accounts is the frequent confusion between capital and other ordinary 
expenditure. As a large proprietor or co-sharer in industrial concerns, the Govern¬ 
ment of India occupies a very prominent place among the progressive and civilized 
nations of the world. Thanks to these industrial concern*, they have to spend 
every year enormous sums to meet the ordinary, recurring, operating expenses, 
as well as to supply periodical renewal, replacement or extension of the existing 
concerns and new projects. Between these two classes of expenditure there b 
indeed, an obvious difference as important in theory, as it is convenient in prac¬ 
tice. But in the absence of rigid, weU consrdered rules, it i 8 possible to oversten 

the vague and somewhat shifting boundary. It happened, f or exan.nl i • ? 
the viceroyalty of Sir John Lawrence, that large sums were decided to b ? % UtlnS 
actually spent on the construction of the barracks which Sir G Trevll ^ 
Massey both considered to be capital transactions, since they were to be „ T? 
from borrowed money. It was apparent, lion ever, that the distinction b ^ 
capital and ordinary expenditure did not quite correspond to the distinctio " 
tween works constructed from borrowed funds and those from surplus rove' 

And so eventually all these sums were treated as ordinary expenditure, thus U<?S " 
foundly affecting not merely the estimates but also the accounts of those ° 
Similarly, in later years, famine expenditure, war expenditure and even : 
losses were treated as extraordinary expenditure, which was not ifi the first ' 
purged upon the ordinary r^nues. The possibility of doubt or discri 1Ubta ?P e 
lias occasionally led to confusion in the figures. One set of figures for miQatlon 

may give net expenditure not including the whole of the so-called ^ ^ < U y ' ear 

or capital expenditure; while another set might give total ex > & ex ^ or ^ nar y 
all such items. For one year, again, the figures may h aTe U ^ Ute . Abiding 
the final directions were issued; while another set ma . „• . ° CU com F^ ec l befor 
year after giving effect to the final orders of competent ^ & 1 ^ UleS ^ 0r s ^m 
cases. It is enough to .mention this to show how differ aU |’“ 0I ^ es bi doubtfi 
same year are brought about. QCeS 111 ^be figures of th 

A cognate cause of variation may also be 1 + J 
sac.tions of the Treasuries of the Government of i v h ° re in Passing. The trai 
items, on either side of the account, beside^ ** lllclude a large number , 

disbursements on account of ordinary expenditure ‘ ^ tevett «^ receipts ai 

cm kmcU of debt, receipts and capital di s bu t8em .„, 6 at0 *•* of all Ac va, 
accent of permanent loans,W„„ded SUct •* «» receipt, , 

radway, canal or other Public Work Capital fc, ^ 7 * B *” b or t 

through the Government Treasuries, and which, earnT which nmst all pi 
times confuse accounts, 'then there are the y«i'' and 

“ ,m *> posited with „ 


MIN IST/fy 



56 

administered by the Government, such as the Local Funds, Pensions and otliei 
Provident Funds, some Trust Funds etc.. Lastly, perhaps, the most important 
item now is the remittance account, which is no longer limited by the Home 
Charges, but is assuming more and more the character of Banking and Exchange 
transactions. Closely connected with this account by a series of laws and orders, 
is the Gold Standard Reserve Fund account and the Paper Currency Reserve Ac¬ 
count The total transactions of the Government of India run into hundreds of 
millions of pounds owing to these various receipts and disbursements, ihe 
magnitude of the transactions would, of course, be no excuse for the errors commit¬ 
ted thereunder. But the variety of these transactions, coupled frequently with a 
want of accurate classification, may explain how variations m the figures foi the 
same year may be brought about. 


E. CHANGES IN CURRENCY. 

The last explanation of the variation in figures is to be traced to the changes 
in the currency system. The English administrators of the country naturally de¬ 
sired from the commencement to show the financial position jof India in terftis of 
the monetary unit with which they themselves were most familiar. Though all 
the revenues of the country were collected in rupees, and the bulk of the expendi¬ 
ture also was in rupees, from the eauliest times we find it the practice under the 
Company and afterwards under the Crown to prepare and present the final ac¬ 
counts in terms of pound sterling. Before* the decline in the value of silver set 
in, it was convenient, without being materially dangerous, for the Anglo-Indian 
financiers to show the accounts in sterling, since the value of the rupee in terms 
of gold varied very little, the rupee being taken as equivalent to 2/-*. All the 
revenue figures, and all the expenditure in India, though originally in rupees, were, 
under this rule, divided by ten and shown in pounds sterling. Any real differ¬ 
ent occurred, if at all, under the Home Charges, which were paid in real silver 
converted into gold, and under the Railway earnings and interest which were 
agreed by contract to be converted into rupees or pounds at the fixed rate of 22d. 
for the rupee. The gain or loss on such exchange was collected together into a 
separate total and debited or credited as a separate item. 

1 

This system worked fairly smoothly so long as the value of the rupee remained 
stable But from 1873 commenced a serious decline in the gold value of the rupee 
and the ratio between the rupee and pound sterling was changing from year to 
year, month to month and even day to day. Except those transactions which 
could be converted at a fixed rate under a specific contract, all the exchange 
operations of the Government of India were subject to speculation. The Govern¬ 
ment of India, however, pursued a policy of helpless drifting. They submitted to 
the constant changes in the ratio, accepted the loss which went on growing year 


♦ The sicca rupee was taken to be equivalent to one shilling and the accounts between i814 aw* 
have bceu bo rendered. 
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after year, and despatched wild warnings, indignant protests and at length frdn 
zied suggestions to the India Office* Wp have detailed the history of these sug-es 
tions elsewhere-. Meanwhile the Government of India did not change their mode 
of accounts and could not or would not regulate their foijqign obligations accord¬ 
ing to the altered value of the rupee. The accounts of revenue hind expenditure 
were still prepared in pounds sterling, the rupee being taken at its old unr^l 
traditional value of 2/- the total loss on exchange being mentioned -is 
item, and provided for in each successive Budget from 1§73 to 1898 by a 
estimate which was, indeed, frequently exceeded. The situation Thi/preJlted 
a completely misleading aspect. 1 n 1886 , they made the first necessary alteration 
The figures of revenue and expenditure were stated in Rx. or tens of rupees and 
the loss or gain on exchange operations sepMtcly shown on each item in • 

column. Lord Cromer had. indeed, essayed as early ~ 1881 TT 

convention with facts by giving the rupee a new value of 20d. Rut the I t !- ^ 

was more important and more effective. It was then proposed to reca& f ° ian » e 
counts of the previous years according to Hie new form ; and the ^ 

carried out for the accounts of 1875 and succeeding years which wei ^ °^° Sa ^ Was 
lished as an appendix to the Financial statement of 1886-87. It pub ~ 

the Welby Commission that the accounts of the previous years als! ^°^ ore 

onwards had been so recast in what was known as the Green Book ^ IOm ^61 

observed the document is not accessible. For the next ten vonra ^ , ^already 

j or so the. in 

continued to be kept in this new Unit of Rx. with a separate cclui COu nts 
loss or gain on Exchange on each item at the average ' rate for the ^ *° S ^ 0W 
in 1899, the v alue of the rupee was fixed and the accounts fr i * C U 
were kept in Sterling again,. the rupee being converted^ f 'h 0m?ar<3s 
'Rs. 15=£l. Aify gain or loss in exchange is now made to f a u ' 1 D ° W rat “ of 
called the Gold Standard Reserve; as that fund and the o ^ a '^ e P aTate * u nd, 
it are more technical currency questions, we have discuss \1 ^ C ° nnectc ^ w db 
chapter dealing with the curileilcy organisation. \y e , - C in the 

to show how tliev could not but eau.se discren™ • ° ^ 10 " ^'° Se c ^ an ges here 
accounts f ' - **"'•*!'***•«*», 


'SL 


and estl 
tem of x j 
variation .» 
311 and 2- 



iil 



MiNisr^ 


CHAPTER II. 




-~ 

ANALYSIS OF THE PUBLIC EXPENDITURE OF INDIA 


XII.—PRINCIPLE OF CLASSIFICATION OF PUBLIC EXPENDITURE. 


The consideration of the individual items of public expenditure would be very 
much simpler could we but adopt a rational system of division. The financial 
statements of the Government of India do, indeed, provide us with a clear cut 
scheme of grouping and discussing the 50 odd items constituting the heads of the 
public expenditure in India. But the scheme of classification there adopted and 
standardised is the result rather of historical accident than of any considered, scien¬ 
tific arrangement. For our purposes in this work it has, of course the merit of 
practical convenience and traditional regularity, though it could be hardly said 
that the latter has been maintained all through the period under review. But the 
absence of any theoretical, scientific affinity between several heads grouped under 
the general heading exposes the treatment* to the great disadvantage of a con¬ 
fusion in the fundamental principles governing such expenditure. A historical 
study of public finance would be shorn of half its value if it does not bring into 
relief the first principles of public expenditure and revenues. To give but one 
llustration the Financial Statements of the Government of India combine under 

the one group the items noted in 
the margin. There can be none beyond 
historical reason for such a grouping 
Obviously Education, Sanitation, Medi¬ 
cal • and Ecclesiastical Expenditure is 
und must be governed by entirely differ¬ 
ent principles from expenditure on 
Courts and Jails, Police and General. 

_ _ # Administration. So, again, expendi- 

Scientifio and other miscellaneous. tlire 0h p or ts and Pilotage, Agriculture 

and other Scientific Expenditure must be ruled by different maxirtis than those 
applying to the ordinary civil departmental salaries and expenses. 


SALARIES AND EXPENSES OF CIVIL 
DEPARTMENTS. 


1. 

3 . 

4k 

5 . 

0 , 
• 7. 
8 . 

6. 
10 . 
11 . 


General Administration. 
Iaw and 3 uatice. 

Police. 

Ports and Pilotage. 

Eduoation. 

Ecclesiastical. 

Medical. 

Sanitation. 

Political. 

Agriculture. 


In spite oi the admitted convenience of classification sanctified by long cus¬ 
tom, it would yet be advisable for a proper understanding of the principles involv¬ 
ed to evolve a new classification, more in accordance with the requirements of 
scientific grouping. The change, however, cannot be, shotlld not be effected on 
the* fines suggested by & new principle of division introduced by the Indian Councils 
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Act of 1901). Tliat Act permits the newly enlarged council to discuss certain sub¬ 
jects in the Financial Statement dining the period that the Budget is before that 
body, removing at the same time some more important subjects from its cogni¬ 
sance * The recent report on Constitutional Reforms in India enlarges the scope 
of the activities of the Legislative Councils. But beyond increasing the number 
of discussable subjects they go little further in the direction of granting the Power 
of the Purse which is the guiding principle of such divisions. And the other ^ 
principle of division between the Imperial and Provincial Heads of Revenues and 
Expenditure, which for a long time was such a peculiar feature of the Indian Pubhc 
Finance, is also unacceptable. In their very nature these are principles 0 f a n h- 
tical complexion or administrative expediency with very little i 10 

mic value. To adopt them in the discussion of p ubl , 
would necessarily deflect our attention from the main point of fi nancia * * 
to the relatively unimportant if not quite irrelevant discussion of 
diency. Besides such distinctions are bound to be transitory, n ^ 
indeed, they often are, important landmarks in constitutional ^ ^ 

cannot provide the student with a scheme of classification, with T 1 Ut they 
at all to permanonce. * U -' P ret ensigns 

Accordingly the cl.vssification here adopted is based on the di ’ 
functions of the State as represented by the established Government'° U ^ 

(I) National Defence against Aggression by Neighbour Thoimi 

the barbarous origin of our present civilization it lias so f ar r ° 1 lc ^ c °f 

-- ' ' -- --—__ <1 

Table allowing the heads of Revenue and Expenditure onmi ~r~r --—^ 

mt of India to discuss or not under the Act o i 1900. 1 10 t,he legislative (v^T~7T — 

11EVEXUK. EXl'l X nr-ri,i>„ UU< -‘ 1 9 l the 

a Open. Uccula >iot IlctuU Open 

. s 

Assessed tuxes Opium ' 1Ue tiou 1 aud c °mpensa* 

Tribute,froiu Native StatesSult . Interest un deht 

Court fees. Stamps KccleslLu^^ 

Army ^ k Excise political. 

territorial and pm Hi , 
pensions. ioU t 1 eal 
/r^f® R nil\vays. 

debt) (latc ^ 8 ti o 


’ illt 

Government i 


Hauls Open . 

Land Revenue 
Opium 
Salt 
Excise 

Provincial rates 
Forest 
Registration 
Post Office 
Telegraphs 
Mint 
Jails 
Police 
Education 
Medical 

Scientific and other 

departments. 
Receipts in aid of 
superannuation etc 
Stationery and 
Printing 
Exchange 

Miscellaneous ^ 
.State Railways 
Subsidised 
Companies 
Irrigation: major 
works; 

Minor works 
and navigation. 
Civil works. 


Marine \ ’ \ 

Military Works 

Ail purely province rove 

miA and revenue accruii 


on 


Excise 

Provincial Kates 
Custonw 

purely iiruv.uvu mte- Assegai 

nue and revenue accruing jWsb taxes 
irom divided heads in pro- aeauLm ' 
vinces possessing heglsla- Interest . ■ 

live Councils. ^ Mom “ other obliga- A 7mv W 

lp J ? t OiUce Marine 

.Mint tftpl13 Mmtnry Works, 

i.eneral \,i®®f6U0e 

y3p..tC u,ate “'«» 

f 8 s*,*v wtwawS 

Legislative 11168 




lowaiR- 0 and abs eueo al- 





"on \VortS 0t r\ v e Irrlga* 

doU-Sub^i^edaetto^Sf 
Miscellaneous!Lm, lpanie3 - 

penses. ex- 

asas««©aa* 




important item of public expenditure in all countries. Its importance arises not so 
much perhaps from the intrinsic merits or national benefits of such expenditure in 
every case as from the vast sums spent under this head, constituting a very consi¬ 
derable proportion pf the total expenditure. It is one of the dearest hopes of the 
lovers of peace— of humanity; that the present gigantic world war will end in put¬ 
ting a period to the mad race for armaments by bringing about universal disarma¬ 
ment and a League of Nations. But the prospects of a Warless world are yet 
remote. Until the dream is realised, we must include under the group of items 
making up the Expenditure for National Defence :=(a) Expenditure on Military 
forces, Army, Navy and Air Forces, Military transport, including the pay and 
equipment of every fighting unit; (b) expenditure for military preparedness, 

such as forte, frontier or strategic railways. Special Harbour and other Defence 
Works, Volunteer and Reserve Forces ; (c) expenditure on Military Operations 
proper such a 3 Frontier Expedition charges, whether for punitive or aggressive 
reasons or the charges of more important wars 

(II) The Second group of MAINTENANCE OF PEACE AND ORDER : _ 

includes expenditure on Police. Courts of Justice and Jails, (b) General Admi¬ 
nistration, (c) Collection of Revenue and (d) Political charges*)* including expense 
of Legislative Machinery, Foreign representation by Consuls or Ambassadors, 
or Political Agents as they are called in India, and treaty obligations to other 
States, (e) Pensions comprising .Territorial and Political allowances, Furlough 
and Absentee charges, superannuation charges or Pensions of the Civil and Mili¬ 
tary servants and (f) Miscellaneous charges of a like description 

(Ill) The third group of Developmental Expenditure may be subdivided 
into Expenditure for moral^ development of the people and Material or Economic 
Development. Under the former will be comprised Expenditure on Education, 
including Scientific and Miscellaneous departments, Medical and Sanitation charges 
and Ecclesiastical; under the latter we include Railways, Irrigation an l other 
Public Work, Agriculture and Famine li©lie£ charge... Ports, Pilotage, Posts and 
Telegraphs, Mint, and Interest on Public Debt§. 


Before concluding these preliminary remarks, we feel it necessary to observe 
that it would contribute immensely to,the proper understanding of Indian Finance 
if some such classification is adopted in the annual statements. We are aware, 


■'»A h SKSsft,'i‘ m r, <i.*> 

1 elements 


rnuaary Expenditure us w j- is incurred to restrain the element Jr , 7 Vi 

community, while the military expenditure is incurred to guard ugaiiist dange??fom withmi? 

+ ^xpemlir. fhp Wf? 1 ••—i!_ t .. _ b 1 UUJ "umouc, 

along 


■ - .- - o'.", v* tioauiau uanger iroui \ 

f rw t Kxpendlture under the head * Political # was discussed by the Welbv , , ( 

alou » " it ' 1 the M,1,tary **1"»** * liavc- givcii re4omfe 


< lu:i- ^uyabU'^ J j iioirtnor ttwt portionMiw servin^fn? 6 * Ior MHit&ry PenaloM wl 
11,1111 '» dually calculate'! and paid In a lump auw and to tlie Wm office pcrlod Indla ’ The '' 

.. Jl «>n “ Interest on Debt” would be difficult to itv r, n , , . , , 

or .Military as for productive purposes. Tun tof- i„f «n i\m t }\ le i e h ; ls , b ® 0 4 n . i ;murrod ns mi: 
ponent Part s, a , that- would, however, <onfusedisciwffi^ bo div ided into the two co 

Ol Developmental Dspenditure, and wo content ouiselves by the gtC 






MiNisr^ 



61 


i . w 

indeed, that to upset the present form prescribed by usage and standardised would 
involve considerable inconvenience; but the inconvenience is not by itself 1 
a reason for the rejection of a change which in itself tends to improve. Under 
the present scheme, one is apt to have a false conception > of the functions and 
duties of the State accepted by the Government of India. The inclusion of Edu¬ 
cation, Medical and Sanitation charges under the head of Departmental salaries 
and expenses would induce a radically wrong impression regarding the dutyTf 
the State in these respects as understood by the Government of India It . < 

be, of course, that the Government are not unaware of such a plaittibl© misappre¬ 
hension; it may be that their policy in these departments i s yet by no means so clear 
and defined as to enable them to commit themselves bv a fnnrlo , n 
classification suggesting as groat a change Vi the coni,« 0 » of 7 1 
State- But even », a. tiro present .fine with the hirtl ° ^ ^ * «“ 

ing consciousness of a new National Unity, it cannot be pressed I ^ ^ ° 10 "' 
the standard classification is obsolete, inadequate/inapp ropria ^ . °°. t1jat 

fore a more suitable scientific and comprehensive classification sho lT ^ theTe ' 
The change need not be too sudden. For a time indeed the preset ^ acl ° ptccl * 
may be continued, with supplementary tables to show the results^ ° ilS8ificatiou 
new classification; and when the latter is perfectly familiar * l the 

introduced bodily. ^ *nay be 
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CHAPTER III. 
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In accordance with the general plan of this work we shall discuss the total 
Military Expenditure under the four main heads of:—(a) General principles 
governing Military Expenditure, (b) the History of Indian Military Expenditure 
(c) Organisation of the r Indian Army etc. and (d) Criticism and suggestions on 
a review of the policy and organisation of the Military Administration in ^ 
India. 

XIIL—GENERAL. PRINCIPLES OF EXPENDITURE ON 
NATIONAL DEFENCE. 

The first thing we notice in connection with the Military Expenditure in India 
as in the other parts of the civilised world is its constant growth in spite of many 
and vehement protests against such an income. M. P. Leroy Beaulieu, in his classic 
treatise on Finance, has shown by comparative statistics the exact extent of this 
growth in the leading countries in the last century or more. We shall content 
ourselves by merely referring .the reader to him, and proceed to trace the cause of 
tfie increase. These, we think, can all be grouped under (a) Political reasons and 
(b) Reasons of technical efficiency. As regards political reasons it may be noted 
that in countries like Germany or Italy, if the comparison be extended over a long 
series of years the increase in Military Expenditure will be found to be due to the 
alteration of the grouping of the State. In such a comparison the total Military 
Expenditure of the New State, like the German Empire after 1871, might show a 
distinct decline as compared to the total outlay of all the previously independent 
States. The increase caused by the consolidation of the several States into one 
large empire is only apparent. Again in cases like that of Japan, the increasing 
military expenditure though, real and substantial, might be traced to a revolution 
in the organisation of the Army no less than in the Ideal of the State. Memo¬ 
ries of a National humiliation, as in the case of France after 1871, tend in the same 
direction and there is an inevitable reflex action of such a policy on the policy of 
the neighbours and allies. And the legacy of a disastrous previous war and its 
subsequent debt* also illustrated by the case of France, contributes even more to 
the Military Expenditure in the shape of Interest and Pensions charges, not to 
mention the burden of an Indemnity, lunally, we niight mention in the cate* 1 
gory of purely political causes the case of countries like India, who have to keep 
up a scale of expenditure not so much in proportion to the needs of their own na¬ 
tional defence and integrity, as in accordance with the requirements of In&P er ^ 
Defence. 
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This brief analysis of the causes affecting increase in Military Expenditure 
relates to the past. There are political influences governing the.present scale also. 
Apart from a highly problematic scheme of universal disarmament as the result 
of this war, the modern civilized States have claimed the necessities of irregular 
frontier defence as the chief excuse of their Military Expenditure. And where 
that excuse fails, as in the Case of insular countries like England or Japan there is 
alleged the necessity of protecting a world-wide commerce or connecting a scat 
. tered Empire. It is true that in such cases Military Expenditure looms latest 
on the Navy which thus becomes the “ Senior Service. ” With the exception of 
the American Republic and possibly of the British Colonies, we may then s ir 
that the Military Expenditure of the modern States is governed more direct.lv 7 
considerations of frontier defence, Comment protection and Imperial connections. 

Among technical reasons tending to the increase of Military fob 
may mention all the changes brought about during the present war in t h P T ^ 
equipment of fighting. The addition of a Fourth Aerial Arm to the 7 '• 

nal Arms of Artillery, Cavalry and Infantry is an instance in point T ) • ^ 

mcnt of the Long Range Guns, the introduction of the Poi son Gas and ' TT 
Submarine, the necessity of adequate means of defence against these ffew L ^ 
of the sky and the deep have among them revolutionised warfare since xlr'T™ 
of Waterloo, of Sedan, and even of Mukden. These changes being quick : n d thick 
the increase in expenditure seems likely, il the old race for annamen s continue.-' 
to be even more startling than at any time in the past hundred years And [ n ^ . 
estimate we do not include the immense possibilities of a continuous a dv 
the production of the appliance of war, rendering, as it inevitably does Tb^T m 
. and unusable machines and materials which ten short years ago were declarV^ 
be the last word in military perfection. A coguate explanation of tile same Thenl° 
menon is the extreme specialisation of modern means of warfare In H 1°°" 
of Queen Elizabeth they foug^the Great Armada with a very little P . , T, 
but with very considerable Mercantile Marine, which could -it „ • ^ aVy> 

alike as Cargo boats, Transport boats, Hospital boats, Collieries O ^ ^ ^ 
id hundred other auxiliaries, which nowadays Won i, , ’ ClU, ^ ers ’ ^en-ol 
and constructed, and which cannot 


War- and huncircu oruer nowadays would h- r * 

planned and constructed, and which cannot perform anv )7 ° be Speci 
which they were designed and commissioned. 1 1 utles save those 

The examination of the causes governing the i 

ture v/ould be incomplete without a reference to .° CaSe * n military expen< 

contended that though absolutely speaking the , U)cl ^ enc9 - It lias been olt 
dimensions in all the leading countries, the itu reas . <u ' budget has .grown 
fcion to the growth pf national wealth during th ^ ' S no1 1 uite out of p rop 

be true with regard to the European and American e< ^ ^ ma y perlu 

est reason to doubt if the same is the case i n there the gr 

appropriately discussed in the following pages, we cout^ ^ * ^°^ nt w 
drawing attention to it in this connection, X o-uscKos by mm 
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:>y XIV.—ECONOMICS OF military finance, 

After glancing at the causes affecting the scale of Military Expenditure lot 
us now consider its character. Taking it under the two usual heads of expenditure 


(a) for war preparations and (b) that on actual fighting operations, wq shall include 
under the former all outlay on and for the pay training and equipment of eveiy 
fighting unit, whether of the Regular Army or of the' Reserve. This forms the 
standing and regularly expanding item in modern Budgets. Its scale is de¬ 
termined by considerations of military efficiency only. An efficient army may 
prove cheap in spite of the annual cost as it acts as a sort of insurance against 
war. or shortens its duration when the war has actually broken out. * 



✓ 


Expert military and financial opinion is divided as regards the most economi¬ 
cal methods for obtaining the best results from the point of view of military effi¬ 
ciency. Two rival principles have until recently, held the field in this respect. 
The United Kingdom with her Colonies and the United States were, before this 
War, the leading exponents of the system of Voluntary Enlistment; while the 
continental countries Were the champions of Conscription. Special advantages 
were claimed by each side as the particular j ustification of the system espoused 
by it. The advocates of Voluntary Enlistment^ claimed that (1) a standing Army 
of professional soldiers, however small, is more efficient by its compactness and 
specialisation than a whole nation of soldiers, who are each trained for a few years 
and then sent home to forget the results of their military training, at no time a 
very agreeable occupation to the majority and particularly distasteful when it 
is forced. The short annual manoeuvres and service in'the Reserve are unable to 
keep such an Army upto that pitch of efficiency characteristic of a professional 
Army. But the latter, it is urged by the advocates of the rival principle is likely 
to prove dangerous to the peace of the common wealth if it is too large, and unequal 
to its task if it is too small. The task of National defence in an hour of danger 
cannot be satisfactorily performed by mercenaries, even when they. <ire nationals 
oi the country endangered, not so much because of any want of patriotism as the 
inability of their natural support,—the country at large—to back them up properly. 
It, would be, pnfair to expect the mass of the. male population in such a country,— 
unaccustomed as they are to acting in concert with large numbers t ; o discipline 

and hurdiihipfy—to handle arms at a moment's notice even if if is only to serve as 
auxiliaries A professional army, moreover, tends to be recruited from the most 
undesirable elements of Society The Majority of the professional soldiers would 
be unreliable as they are imperviously insensible to the nobler eruptions. But if 
these arguments of the Conscriptionist are weighty, his opponent can still find an 


rn He th*n k >ed wars and made them more 

/mdlv nnd therefore, Ic^s protracted. In a slightly different irom this is also the favourable thesis of the 
wr ters S the ySn Angfll School. It must be confessed that neither the Russo-Japanese war at the 
commencement of the century nor the present worldwar lends supprt to this view, viz, that the growing 
cost'of a modern war on a first class scale is in itself a toetorto prevent the war. 

•This was the view apparent!* held by the dominant military caste in Europe under the influence 
of the Ex-Kaiser. But Etif () P e was P, 3 ave< J. Ma war though all leading powers had for the past tan yejJJJ 
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answer in tho (2) relatively greater cost of Conscription to the community. The 
total expenditure in Germany before the present Revolution was higher than in 
England, * but the cost of individual soldier was much less in Germany. But these 
figures are delusive. They do >t give any idea of the cos ti to the individuals taken 
from their legitimate econr ' uployment, nor to the nation in. the shape of loss 
of working days productively w.Aoyed. To bring out the total cost of the \r 
under Conscription, we must add the average wages of the men engaged inVod 7 
tivo employment. “ The military service postpones tb* a relatively veJv 
period the productive use of the productive powers of the country. The 

of skilled labour - is enormous - Half the time of the fWor T ^‘ Uto 

thus unproductive!}' spent," says Cliff L es , io . by j jZ1 P ° P '^- < " U 
critic of the compulsory System.f But the advocates of comn 1 • Uns ^ ul P at ^ et * c 
value of discipline and habits of regular life acquired durum tlw^V 0 ^” th ° 
compulsory military service as more than compensating for all tl " ° Ur ^ ears 
arising from unproductive employment. The Army Acts aWtl ° 11 ^ lec: ^ oss 
school of hygiene, ” says Price Collier in his s yrapatlletic e most finished 
But the Anglo-Saxon Psychology is apt to undervalue these ° Crman T- 

the habits of discipline and regularity as having been purchased at to"’ C ° nsiderin S 
if all individual initiative is to be lost thereby. Jerotne R. Jerome^ a Cosfc 
the German love for order and respect for authority depicts faithful* about 

idea of the value of discipline. But to an impartial observer the ' ^ ^^Sfisb 
nevertheless occur whether in a country which leaves its citizens to v/ ^° U ma y 
selve^is it always certain that the majority of the citizens will bc°4 1 
not Bill Sykes? Besides the argument about*the loss of w , a P dle ons and 
definitely answered.J Cohn argues that the loss must not be ^ ^ ^ ^ 111010 

'average rate of wages, since the average wage-rate would have b G ° mpUtecl afc the 
the men engaged in military service were competing with thfe 6 ^. 'T^ l0 ' Ver if 
employment, not to mention the equally important fact that ^ ^ ^ * Ddustr * a l 
if not in the army, would probably have found no employ m ° St °* ^ 16Se laeil » 
moreover, assuming them all to be productively eiliplo ^ 

due to strikes and lock-outs and other disturbance/^ ’ f’ 130 aU ° W lor Waste 
machine. e ^oder'fc industrial 

Everything considered the compulsory system 
tary, not only because the unit cost of military f i ( q eGUls P rc fwable to the volun- 
• latter; but also because under Coascription tb ^ UC ° 18 muc h lower than in the 
—-- womwd a 
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• The fpllowing statistics have been comniWi "-- - 

The Military Budget (or 1014. P ea fr ° u » the sum, 

Country Total Military toaUu «B 1 


France 

German Empire .. 
United Kingdom .. 
United States 
(1915-16). 


Total Military 

• Establishment. 
£ 346.168 
.. 806,020 
.. 239,000 ., 

100,774 


To 4 al Military 

^>U0,Hgg 


Year Book ioio % 


!! *9,8 ’ 75- 

tium-lb). -l»438 aoS “ 120-7 ’ ” 
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much larger proportion of well-trained reserves, equal to any emergency of na¬ 
tional defence. Under Voluntary Enlistment Reserves aje apt to be neglected, 
ill-trained, ill-equipped, inadequate, undisciplined and unreliable. Apart from the 
purely military reasons there is a justification compulsion on an industrial 
basis. The maintenance of large armies almo£ Inevitably brings in. its train 
the establishment of large industries run most efficiently by the State. It would 
not do to trust to outside supply for military necessities in times of war. England 
furnishes a classic example of the danger which may overtake a country, not quite 
so rich or well-connected as England, if in its moment of supreme need it has to 
depend for food and fodder, for guns and shells on foreign supply. Works like 
the Krupps’ become a national necessity and afterwards supply an obvious refu¬ 
tation of the common delusion about the incapacity of the State to conduct indus¬ 
trial enterprises. Besides, large masses of men habitually living under strict 
regulations prescribing their food and clothing, their amusements, occupations and 
exercise, render it ever so much more easy to organise labour, and through labour 
the whole world of industry. If then we prefer conscription, it is not because it 
is symbolical of Militarism, but rather becaruse it is a foretaste of Socialism. * 


f , 

(B) The other branch of Military Expenditure,—cost of fighting operatio, — 
is irregular and abnormal. When it occurs it may be met out of current revenues 
or from borrowed funds. The vast dimensions of modern war expenditure make 
a strong irresistible argument in favour of borrowing; and the balance of historical 
tradition inclines the same way. But to burden unborn generations with a con¬ 
siderable load of> unproductive debt without any compensating factor is an ob¬ 
vious injustice. Modern economic opinion is, therefore, in favour of meeting 
as large a share as possible out of the current revenues, which must consequently 
be raised to the highest bearable pitch before having recourse to loans. The com¬ 
mon dvlusion about wars paying their own cost was a lame justification of mili¬ 
tarism which, it is to be hoped, i$ destroyed for ever. It is not always possible to 
make the 1 Vanquished bear the cost of their victors’ triumph as well as their own 
burden of unsuccessful opposition. Such a victory would have been purchased 
even when it is an accomplished fact, by years of wasteful preparation for war. 
To be financially paying, the war must be against an enemy that even in defeat 
vould be rich enough to pay an Indemnity. And, of course, the vanquished under 
these circumstances would for ever prepare for “ Revenge ” in spite of a steady 
impoverishment; and thereby keep up an increasing scale of wasteful expendi¬ 
ture for the victor on pretence of preparation. From the standpoint of humanity, 


i approval of th# SjVWHj?™'? •'I'Wnry Service luw, of < curse, to be modified by local consider: 
i with hex* ficattere pofcsessiwis.might lin'd it difficult to ask her citizen soldiers to serve f< 
....... if» /jutnnt colonies* j im ox mi i n*/ iiwiiivt.riui 
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tions. England wJtn ; ne* n 'T"«7T 7 &T~7nh u ‘ huuuuit to a$K iter citizen soldiers w serve i< 

two or three years in distant wioni* Jae existing industrial organisation of conn trips'like England or tl 
United States must also he consuwa nerore slich a scheme can be adopted. In India, such a system won 1 
Mi all probability he a iaflun* at -east lor some time to come, owing tu the feliglous sentiments of ft lurge se 
t ifm 01 tho population. TP® industrial argument in favour of Conscription adduce<i above will gain or io ! 
according as the New German boeiai democracy succeeds or fails- And the whole argument would be unn 
cc&jary if j,hc league of Nations, when established, is able to control the local ambitions oi the Const 
States. 
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we canno t but regard all wars as a collossal waste of human energy, tolerated only 
during a tempor ary insanity of the so-called reasonable being. Interested casuita 
have, indeed, suggested that wars have their advantages e.gi, the better grouping 
of nations more in accordance with the principle of nationality. Without ques¬ 
tioning, for the moment,the need of ethnic unity in political grouping we may yet 
ask whether against a solitary Sadowa history would not furnish ten Sedans 
Jenas, Austerlitz or Marengos ? If nationality be in the interest of humanity its 
cause may as well be served by less bloody weapons. Every instance of military 
glory,—and wars arc really the result rather of individual infatuation of powerful 
despots than of truly national considerations in the interests of humanity from 
Charlemagc to William Il-means the downfall of a nation,—or, to put it more 
acceptably,-the Birth of an Empire Itlhas nothing to do' with interests truly 
of the entire world : it can never be beneficial even to the victor. . The loss must 
be measured not merely m the sums o money actually spent during hostilities 
but the incalculable loss of life, t le was e <> wealth, the growth of animosity the 
perpetuation of traditions of Revenge must be considered as well * 



XV. A BRIEF HISTORY OF THE INDIAN MILITARY EXPENDITURE 

The sketch attempted below is purely from a financial standpoint c ue *• 
of military organisation and distribution of armament and equipment, thou' 113 
inseparable, will be touched upon only in so far as they are inevitable for 
understanding of the subject. I he general discussion of military polio v ' ^ 

postponed to the last section in this reviewj-. ) 1 * Cy w11 be 

At the time of the Mumt'y the Company’s Army consisted in part of r 
regiments, but largely of sepoy regiments officered by Europeans. The /“T*” 
between the two was: British 39,500. Indian 311,038 Tot 1 
The disproportion between U Indian and the European troop* * v : °° !538 - 

the efficient cause of the mutiny. Hence in all projects of ' Tf ° G 
foot after the transfer of the Government to the Crown tl "fi 1 Ie * 0IUl set 
„„s to increase the European dement. A European soldi , C ° Usiderati ™ 
costly than an Indian, not only because the pay 0 f j- ^ U " as 1 datively more 
because of the higher pensions, housing, Blckness f ' C v,:aa higher, but also 
incidental to a European Army in India. Acc4#tinl “ ucl uth er charges 

force to be permanently maintained in India ] ov j - ^ of a considerable 

contended for a local European Army, which shea Vi ( UUU ‘ U * an< * ^ friends still 
eminent of India absolutely, which would not T! r ' Ut disposal of the Uov- 

— ; - T ------ ' K: lu ‘blc io b.e removed from t r 

♦ The treaty oi Versailles is a masterpiece of camnnn ‘ ' —-- n 

adduced in the text. Trench opinion: ii truly represented v»v • 8e and a at h vine •,„ / u ~~.... 

have lost its equipoise) and is intent updn demanding and exnit{ uurna ^ a like *•] the truument 

from Germany without utterly destroying her like *£8^ «3 "buost that 1'^ 2SS?ta 

press, \-he final ■figure oi Reparation payable by Gernunv IsV‘ thBae Proofs‘w«^‘V ,y bc obtained 
excluy~e of payments already made- It is extremely dokbttul Hl n.soo mC FT, 11 ,* through the 

being annihilated. “ 11 Q «man y can pw- u.u icvear; 


as 

on 

was 


t Imperial Gazetteer* VoL IV. 
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t the defence of the Empire at large. It would be more economical and more 
efficient; economical because to a very large extent the transport and other char¬ 
ges would be saved; and efficient because the experience gained by the officers 
and men will always be at the disposal of India. Finally, it was more than proba¬ 
ble that the officers and men of such a local European force would come to identify 
themselves more closely with the people and thus promote mutual understanding. 
Unfortunately for Lord Canning, Imperial considerations prevailed. “ The Brit¬ 


ish Army/' it was urged, ec should be truly imperial and ought not to be divided 
into two parts serving different masters; that the spirit and traditions of the Bri¬ 
tish Army could be preserved only by the • periodical returns of the regiment to 
England,” One would have thought the British Army in India, governed 
directly under the authority of the British Crown, would in no way be 
serving two different masters. It possibly may have been the case when 
India was governed by the East India Company. It was, nevertheless# 
resolved that the Company's European Army be transferred to the Crown 
and be amalgamated with the British Imperial Army*. The Royal 

Commission appointed to consider the question, advised that the European 
Army in India should consist of 80,000, and that the Native Army should 
not exceed more than 2 to 1 in Bengal and 3 to 1 in Bombay or Madras* 
In order further to render concerted action by Indian troops impossible, it 
was provided that the Native Regiments were to be formed as far as possible 
of units of different castes. In 1861 the British Army in India wag 

60,000 6trong, but the strength was reduced in latter years. After the 
amalgamation the British regiments came to India in their regular tour through 
the Empire, the object being , to familiarise the officers and soldiers with the 
conditions of lighting in every part of the Empire. While in India the troops 
are supposed to be lent to and paid by the Government of India, the rules of 
pay, pension, equipment being as nearly as possible co-ordinatedf. 


At first the payment was made on a capitation rate oT £10 per soldier, the 
term soldier including officers of all ranks, but later on the system was abandoned 
i n favour of actual expenses, which again was superceded by a new capitation rate.f 
All changes in the organisation and equipment of the British Army such as the 
Short Service System, introduced by Lord Cardwell, in the British Army in 1870 
were also given effect to in India independent of any consideration as to whether 
the change was suitable to Indian conditions. India has also to bear the charge 
of every increase P a ^’ ^ 1C nxitisli troops, which are given effect 

to in the United Kingdom, apart altogether from her ^financial ability to 


quite 
(iicrs ■ 


.j ml#ht 
►can aol- 

: nt all 


ana ai*o tne dilatory of India by Trotter. * V" v* ,. lV „ 
’ t“Thell w«Va bitter °ithe War 

Hour Chaws of British ttaopft While fier vll, K E India. JLhe official witnesses before the Walby 

■ onr c.-me for the Government or India. Sec particularly the Evident-, of Sir Henry wafonty 
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bear these charges. The increment of 2 d. a day allowance granted to British' 
troops in 1902 ; an all round increase of 4d. a day granted to British troops in 

-1904; and the similar increase granted in 1916-17 may.be cited as example. * 

The Native Indian Army was reduced, after the Mutiny, from 311 nnni- i ^ . 

000 by 186-4. But the European officers attached to each native re 4 ° r 

at the same time increased. These officers were in future to be 1Cglment were 
new institution, called the Indian Staff Corps, created in is^?' ^° m a 

the Staff Corps was to be purely on lines of seniority, 12 years • 10motl °h iu 
reduced to 11) qualifying for Captaincy, 20 years for Ifojori” 
the Lieutenant Colonelship. After 5 years s^vicc as LieutnantC' 26 y ® a ™ f ° r 
rank of Colonel was open to every officer. At the same time '] ° l0nel ^ brevef 
cers for the Native Indian Regiments the Staff Corps was .q sc ^ ^ Provided offi- 
in the Army Department, as well as for those Civil lV nd ^ rov '^ e for posts 

open to soldiers f. The great evil of the institution from a fin ^ .' '' w bich were 
(and we may remark in passing that it was by no means free f ' 5 tand-point 
on the ground of military efficiency) was that it would add enoi i * "^ ec t * 011 even 
sions charge by the automatic, mechanical qualification it reoili Us ] ' 10 the pen- 


pension being earned. 


required fd r 


a certain 


As regards the conditions of service in the Army the first dec .1 
century was fruitful in liberal improvements, lu pJ 02 the ° ^ le P r eser> 
troops iu India was increased by 2d. a day at the extra co. t ^ ^ e ; iritis 

years later another increase of from 4d to 7d a day was s- r ° ; t w 

of service pay. The whole of the service pay issued in'Indi^ tlle Qa W 

• Indian Exchequer according to the decision of the A h’ ** " ^ ^ orne by th 
Justice of England. The extra charge was £700,000 a • ^ ° 1 ’ ^ Cord Chi, 

all ranks of the Indian Army was increased by R a . 3 ' U ' U ‘ Iu 1909 the pay , 

sioned officers and men of thfeiSilladar Cavalry UU( ] to the non-conimi 

a free fuel allowance, all costing £427,000. At the sa , S " 2 °^ er troops \ • 

officers was raised, a Kit-and-boot-Allowance Sa ? ° ^ me *&© p av ,,t ,, . " 1 

“™ was added u the im,; 

vised, and free passage by rail was granted. T , 1 easioQs rules w,• 

Indian troops was improved in 1910, forty years * ' acc °hlIUodati ^ 
European soldiers were improved. The pat-mom? aftcr kli e bJt*T l° 1 ' t 
in 1909, by £300,000, owing to the i Qcr “ the War Office^• ; * 

£7-10 to £11-8-0$. . * the Capitation ^ ^ 
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The subjoined table shows the composition, strength and distribution of the 
Indian Army as sanctioned by law in 1915-1916. 


BRITISH ARMY IN INDIA. 

Northern Army. 

Officers. 

Men. 

Total 

Southern Army 
Officers. Men. Total. 

Officers. Men 

Royal Artillery .. 

Cavalry 

Royal Engineers 

Infantry 

Invalid and Veteran .. 
Indian Army *. 

General List 

General Officers 

292 

162 

204 

.. 784 

“ 71 

!! i 

7,681 

3,594 

9 

28,164 

7,973 

3,756 

213 

28,948 

" 71 

1 

287 7,509 

81 1,797 

105 0 

672 24,126 

“ 30 !! 

7,706 

1,878 

111 

24,798 

579 

243 

309 

1,450 

“101 

1 

15,190 

5,391 

15 

52,290 

Total 

.. - 1,514 

39,448 

40,902 

1,175 33,438 

34,613 

2,689 

72,886 


Grand Total of Officers and Men 75,575. 






INDIAN 

army. 





Northern Army. 



Southern Army. 


Total. 

Artillery 

Body-Guard 

Cavalry 

Infantry 

Sappers and Miners 

67 

4 

372 

1,095 

34 

6,440 

2SO 

15,440 

(15,688 

2,100 

6*497 

•284 

15,812 

66,783 

2,134 

11 3,603 

•4 142 

211 18,810 
930 54,304 

•53 *33,395 

3,614 

140 

9,021 

55,234 

3,448 

68 

8 

583 

2,025 

87 

10i043 

*422 

24,250 

119,992 

•5,495 

Total 

1,562 

89,948 

91,510 

1,209 70,254 

71,463 

2,771 

100,202 


Grand Total of Officers and Men 
In addition there were British Army 
Imperial Service troops amounting to < 
Reserve „ „ ' 

Volunteers „ „ 


Total Army 


162,973 

76,675 

21,069 

35,124 

42,655 


338,40C 


After the wholesale reorganisation, the Army in India enjoyed nearly 20 years 
of quiet, enlivened occasionally by frontier wars in Bhutan or China, and in 
1867-68 as far afield as Abyssinia. But it was on the whole an era of peaceful 
development. In spite of the rigid and drastic economies determined upon after 
the Mutiny, and carried out by Lord Lawrence, the military expenditure did not 
show any diminution. In fact a marked increase occurred during 1868-69 to 1870-71 
owing to the large expenditure undertaken for military barracks and paid out 
chiefly from the ordinary revenues. Sir John Lawrence was the most- poweiful 
oi the policy of Masterly Inactivity M on the frontier, which saMil 
India h‘om a >us .*• l ia n War during his admini Oration and t hat of Ins two 

immediate successors*. The t policy of armed vigilance on the frontier keeping 
Jingoism in chains, and resolutely refusing intervention in affairs which concerned 
us jiot-j was reversed by the fatal blunder of Lord Lytton, who was encouraged and 
ported by the “ Forward** School in England. Without going into the rights 

(contd.) ^mniendcd after much consideration that payment should be made for Homo charges in tho 
in 1861* I t fjco 0 f £ xo on every soldier on tho British establishment in India, the term soldier includ* 

furm of a Capitatmn ■ , ;l Wclby Commission Report). 



appointed 

aeons ‘_ 

(6) advances 


iit^d to vacancies in rlie tone and awaiting orders to sail...(3) training ot veterinary aur* 

in Tnfiia * f4) tlie examination or the candidates for the I. )1. S. (5) Educational establishments.. 

vailed (J *ih days’ pay 10 drafts sailing for India, (7) expenses of men sent home from India either aa 

“Tiie Government of India i>oid actual cliarges upto lSOu* payments on account- were made between 
1861 and 1809* Tin) Tulioch Committee recommended a £lo Capitation Rate which the Government, <oi | ,; r 
disputed and bo they made payments of minis wliich were accepted by an uct of parliament in ni l d • - a 

upto 1S78. Again a Committee was appointed to determine the payments for tho future, which linn - 
, £7-10 in 1889*So?' u Gw two 

* On tho (luefitlon of frontier policy Sir.T. Lawrence aud Sir Bartlo Frero represented ^ 
opposite schools, cp. (t Malang of a Frontier Durand. ” 
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or wrongs of the Second Afghan War, we may at least remark that financially it * 
was no less'a disaster than militarily it was a catastrophe. The story of the full 
havoc of the Afghan War on Indian Finance is told elsewhere. We need, here, 
only acknowledge the solitary instance of bare justice that England has rendered 
to India in all their connection of more than a century. The War wa,s fou»lit for 
English interests and at the instance of English Statesmen. England undoi^ f’l 
stone’s regime agreed to contribute £ 5,000,000 to the costs of this war ( 0 \ • ton " 
000 ,000). This was hailed as a manifestation of the English Sense of Justice h - ' 
people accustomed to the imperialistic 'indifference of the first Afghan crime lxi\ 
the mutiny panic. 

* 

The experience of the Afghan War led ty fhe appointment of the l 
Commission of 1879 under the Presidency of Sir Ashley Eden That & 
was divided as regards the policy to be. pursued on the frontier , /° mmisslon 
on military reform proposals. They suggested (1) a reduction in h Unamm ° US 

cavalry and infantry regiments so that the total strength, of the UUmber of 

British and 1,35,000 Indian) remained undisturbed ; (2) the amahmi "7 (65,00 ° 
three Presidency Armies vjuch was prepared for by the consolidation" 1 r° U tbe 
tary Accounts department under one Accountant General in 1861 ^lili- 

Remount Departments, and was finally accomplished i n i 893 ancl of the 

Betwoen 1880 when Afghan territory was evacuated, and 1885 w hci 
was occupied, the only military incidents ol note were the Egypt x .., , eu ideh 
1882 and Suakim Expedition ol 1885*. In the latter year, uuder the ‘ |y 
Viceroy Lord Dufferiu, Russophobia became extremely acute, i. >ltla tic * 

mobilised but peace was preserved. It was fancied, however that [ ^ ‘ Urn y was 
■ finally disappeared; and, therefore, a costly scheme of Special Defc, ^ ^ Uofc 
the frontier and in the various ports of British India was sai >t‘ ' '^° ^’ or h-s on 

men were added to the Army, the British element beiim i ' ^ ^ an< ^ *0>600 
suggestions of the Simla A jay Commission. The increas be 7 011 d tlie 

cost two million sterling, and showed a strength, when ^ ^ Caiculate <l to 

British officers and men and 1,53,092 Indians^. The 1 °*upleted, of 73,602 

came into existence about the same time but the w j U ^° ria ^ 8et vice ^troops also 
borne by the chiefs who raised them, with the ex .',° ° C ° St of ^ body was 
Inspection, which fell on the Government of Ituli' ' e ^ l0u the charges C) f 
numbering 50,000, and the Burma Military Police ^ Reserve. now 

Army'thus increased^vas frequently lent to the BE ° ^' 0lu the period The 

engaged in conquests for the Government of Gover wneut when not 

. . .. .I_ t O* 

, vvu, “.l * 81 °{ I , ndlan MU,tM y Expeditions -- 

of the Wclby Commission. OUi to io, Jr —*->——_ 

t For expeudituro on Special defence Works cn » , * Bec Evidence vZ ~7T -- 
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XVI. INDIAN EXPENDITURE FOR NATIONAL DEFENCE. 


Year. 

• 

Total Army £ 

Mil. Opertns. 

Marine. 

Mil. Wks. 

Sp. Del- &c. 

Army Income 

Total Ch. 

1859- 60 

1860- 61 

18,460,240 

15,838,981 

.... 

920,305 

1,048,724 

.... 

’ £ 410,457 

19,380,545 

16,47G,741 

1861-62 

13,681,900 


686,193 

.... 

1,111,942 

13,256,151 

1862-63 

12,764,325 


744,590 


991,345 

12,517,570 

.1863-64 

12,697,069 


567,555 


1,055,146 

12,209,478 

1864-65 

13,181,957 


571,627 


1,043,662 

12,709,922 

1865-66 

13,909,412 


577,397 


927,230 

13,539,579 

1866-67 

12,440,383 


585,945 


942,032 

12,084,296 

1867-68 

12,603,467 


926,539 


1,197,802 

12,332,204 

1S68-69 

16,269,581 


1,140,630 


1,822,108 

15,588,103 

1869-70 

16,329,739 


1,291,571 


1,412,558 

16,208,762 

1870-71 

16,074,799 

* 

759,770 


1,295,293 

15,539,276 

1871-72 

15,678.112 


574,100 


1,141,316 

15,110,896 

1872-73 

15,503,612 


556,239 


1,413,667 

14,646,181 

1873-74 

15,228,274 


474,756' 


1,245,447 

14,456,583 

1874-75 

15,375,193 


590,046 


1,287,370 

• 13,697,869 

1875-76 

15,308,459*(1) 


629,867 


1,276,044 

14,662,272* 

1376-77 

15,792,112 


694,584 


1,168,652 

15,323,044 

1377-78 

17,300,484 


.... 

1,204,829 

879,538 

17,725,775 

1878-79 

17,246,232 

692,552 

.... 

1,362,375 

984,942 

18,316,217 

1879-80 

17,728,787 

4,851,928 

** 

2,809,040 

1,098,095 

22,291,660 

1880-81 

17,549,710 

11.382,787 


3,442,822 

4,785,462 

27,589,857 

1881-82 

18,040,900 

1,647,610 

• • • * 

1,583,201 ' 

4,311,082 

16,960,629 

1882-83 

17,032,880 

1,326,553 

.... 

1,445,647 

1,724,110 

18,080,956 

1883-84 .. | 

18,068,248 

55,444 

.... 

843,164 

968,219 

17,998,637 
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1884- 35 

1885- 86 

1886- 87 

1887- 88 

1888- 39 

1889- 90 

1890- 91 

1891- 92 

1892- 03 


18,963,803 

Bs. 19,52,50,420 
20.41,79,340 
20,30,18,410 
20,67,78,140 
20.69,00,680 
22,28,06,010 
23,41,91,110 


1893-94 

23,25,35,970 

*1894-95 

24,09,60,910 ' 

1895-96 

25,39,81,570 

1896-97 

24,25,53,380 

1897-98 

26,99,67,740 

1898-{39 

24,01,07,700 

1899-1900 

£ 14,885,226 

1900-01 

15.082,799 

1901-02 

15,763,931 

1902:03 

17.346.392 

1903-04 

17,865,208 

1904-05 

. 20,175,694 

(9 05-06 

1 19,-267,130 

' 1906-07 

16,657,845 

1907-08 

f 18.647,533 

19 08-09 

19,177,266 

1909-10 

18,901,181 

1910-11 

19,131,780 

1911-12 

19,536,546 

1912-13 

19,576,526 

1913-14 

19,789,239 

1914-15 

20,336,559 

1915-16 

21,893,200 j 

in considering tills .table, the following reservations 



.. .. 

1,213,148 

815,170 

17,361,781 


Rs. 1,67,03,410 

Rs. 98,50,030 

Rs.20,21,03,800 

. . • . 

1,76,90,220 

1,06,23,630 

21,12,62,310 

.... 

2,14,02,020 

1,06.23,630 

21,12,62,310 

.... 

1,83,29,180 

94,47,070 

21,56,60,250 

.... 

1,70,76,970 

78,56,350 

21,61,21,300 

. . 

1,98,45,990 

78,04,040 

24,54,91,370 


1,99,43,460 

85,02,260 

23,98,28,560 

.... 

1,54,94,850 

1,01,01,970 

21,32,13,910 

.... 

1,31,49,480 

97,80,110 

25,73,50,940 

.... 

1,26,03,660 

95,33,300 

24,56,26,740 


91,96,190 

88,18,640 

27,03,55,290 


1,21,44,950 

92,45,420 

24,31,07,230 

£ 446,110 

£ 837,436 

£ 792,290 

£ 15,376,173 

493.281 

789,746 

891,495 

15,474,391 

493,281 

964,783 

1,058,203 

16,164,292 

409,222 

1,096,669 

1217,670 

17,634,613 

613,751 

1,061,708 

1,399,844 

18,140,823 

620,789 

1,119,894 

1,210,184 

20,696,193 

551,070 

1,241,2 11 

1,382,772 

19,676,639 

663,385 

1,265.873 

1 1,416,743 

20,170,360 

485,024 

1,283,230 

1,167,433 

19,248,354 

476,957 

996,406 . 

1,047,601 

19,604.^88 

461,157 

888,946 

1,136,961 

19,112,323 

445,867 

908,421 

1,221,029 

21,265.012 

450,728 

914,363 

1,343,057 

19,558,580 

*479,928 

896,646 

1,387,634 

19,565,466 

1 512,845 

t 963,681 

1,369,652 

19,896,113 

463,370 

1,009,674 

1,374,688 

20,536.915 

745,513 j 

861,370 

1.241,740 

22,201,353* 


(contil.»to next page) 
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■ THE DETAILS OF THE INDIAN AULITARY EXPENDITURE. 


The Table noted in the margin shows the details of the Indian Military Expenditure 


INDIA. 

EFFECTIVE 

Administration 

Mil. Accts. Regimental Pay etc. 

Supply and Transport 

Veleiinary 

Clothing 

.Remounts 

Medical Stores 

Medical Stores 

Ordnance 

Ecclesiastical 

Education 

Food Compensation . . 
Miscellaneous 
Indian Munitions 
Hutting 

Conveyance (Road and 1 
„ Rail 
Cantonments 
Unadjusted Expenses 


i Sea) 


Its. 


57,48,817 
7.72,27,057 
2,07,17,770 
1,72,784 
42,37.230 
44,02,466 
30,12,527 
6,19,833 
1,18,71.030 
3,06,759 
5,65,931 
34,00,920 
11,31,7S.446 
55,019 
2,50,912 
9,56,231 
1,09,80,704 
17,37,917 
1,75,481 


Total Rs. 

Non-effective 

Total £ 

Sterling equivalent .. 

£ 

27,04,52,729 

1,23,45,207 

28,32,97,936 

18,886,529 

ENGLAND. 

Effective War Office dues 



£ 

930,700 

Furlough Allowance 

,, 


14,941 

187,000 

,, Indian Service 
Consolidated clothing 



# m 


1 

Indian Troops Service 



282,300 

Other Heads 


11 

31,677 

Clothing Stores 

,, 

t . 

103,039 

Ordnance Stores 



1,162,872 

Medical Stores 



182,705 

Remount Stores * 9 .. 


.. 


Supply Transport 



83,000 

Mr.d. Transport 

,, 


165,439 

Mil. Farms 

. , 


25,428 

Aviation Stores 


, . 


H. W. Frontier 

.. 


29,038 

Total 

£ 

,, 

3,191,512 

NON-EFFECTIVE 

War office dues for British forces 

# # 

070,073 

InJ. Service Pensions 

., 


1,236,154 

Other Heads .. 

• • 

- 

.... 

Total England 

•• 

•• 

5,373,474 


In this table showing the details of 
the Indian Military Expenditure a few 
points need more than a passing refer¬ 
ence. There is a marked difference in 
two important items; Regimental pay 
$tc. and miscellaneous services. The 
former in 1911-12 amounted to Rs. 12,- 
35,65,223 and the latter to Rs. 89,22,432. 
In the accounts of 1916-17 as shown in 
the margin the former amounted to 
Rs. 7,72,27,057, while the latter account-* 
ed for the very small sum of Rs. 
11,31,78,446. This large increase is due 
to the war and consists of unclassified or 
extraordinary items. It is a war charge 
which, it is to be hoped, will disappear 
now that the war is over. 

The pay of the officers in the Indian 
Army consists of allowance of rank, and, 
in addition, allowance of each appoint¬ 
ment. A Lieutenant gets Rs. 25 plus 
350 which will rise tqi the maximum of- 
827 plus 700 in the cavalry, and Rs, 325 
to 1,427 in the Infantry. The staff pay 
in the non-regimental Appointments 
rises to Rs. 1,000 monthly but the 


(contd if jiu previous page.) . . 

Prom idiy-ttuto U77-7* the figures aro doubtful owing to the vagueness 
under tue Home charges widen may or may not have been inducted Mu the total given nbo l , .(probu y 
they are) ; (O) f he item Stores id not did tin wished between civil and military •tores* (< nlirrlbS? hithe state- 
ai\. obtainable for this pwiod an regards Military works und it is not clear IJ the item in the 

nunta of tnose years as Extraordinary public works include military works or ‘ u ^h h }*' J 8 Vf 
the lot il figure® will also be inclusive • It would seem from the separata statement ol that item in the total 
nvnruiiiture tuat the Army ligures do not Include this expenditure on Extraordinary Public Works, 
expenditure «/ -7g t0 i6S ±. 6 - 0 aild f rom wui-92 to 1914-16 tno figures have been compiled from the vo- 

, - • , Vi.o Fin lncijl Statements published every year. In the totai we have not included the items of 

Ju ma3 either j g A mixed item) and of stores. We have tried to include the expenditure on Military 

u ithie ( ; taking for that item the charges not mentioned under the Railways Account proper 

^ 4 ta°or Guaranteed) or the Railways constructed from the Famine Relief Grant. The charges of special 

lie fence W ^f^/Agureftlie lossUnder the item Exchange during the period that that item was important 
has bMn exdu lod ltadds considerably to the total ox the Army Expenditure. 

4 . Xhe li mres for interest on loans raised for purely military purposes such as the Second Afghan War 
or the last Burmese War ought to h-ivo been included. Rut we cannot easily distinguish between the debt 
raised in th>j same years fh wmch tile wars were raged from the debt incurred in the same years for produc¬ 
tive purpose. Elsewhere in the chapter dealing with the Public debt of India some calculation is made In 
this account and an attempt is nude to show fcne figures as nearly as possible. 

5. Tue figures for the jear la/.wo have for tne first fcuric been stated in Rupees. In the next few years 

•.in given in £ the conversion being at the old inaccurate thoi gh customary rate of Rs. 1(H£. From 
1815-90 tue figures are given m tens oi rupees or RX wnhm wo have coii/eirted into Rupees and given fully. 
Bflfcweea.l8/8 and 1335 the figures stated In sterling are misleading as they do not represent so many pounds 
but only rupee 1 * * 4 5 6 muMpiicd by ton. From 1399-190Q the figures have once more been stated in sterling 
tills time the conversion being made at the new fixed official rate of Rs. 15=£ 1. 

6. From 139P1900 the Military Marino clmrge3 have been included under the first- column. 

7« The Receipts of the Military Department are deducted from the total. 
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ENGLAND 

TOTAL EXP. 
Army Receipts 


AND INDIA 


24,260,00.3 

1,115,518 


TOTAL NET MIL. EXP. .. £ 23,144,435 


higher staff appointments carry consoli¬ 
dated salaries. Promotion is by time _ 

9 years as Lieutenant, 9 years as Captain, 


<SL 


j - — „ j ccua us captain, 

8 years as Major and thereafter Lieutenant-Colonel, subject in all cases to the 
successful passing of the required professional examinations. 


The pay of soldiers in the Indian Army is very meagrp. From seven 
at the time of the Mutiny it was raised in 1895 to Rs. 9 p er mont h" ^ ril pees 

gunner now gets Rs. 10 per month and a trooper of the non-siUadw cavalry Rs^lT 
From the 31 Rupees allowed to Silladar trooper he mud - . • U. 

hors, his transport nod his equipment The pay U seppwTd bTcZ>«£ 
tion for dearness of provisions, granted when the principal art' 1 J , nsa ’ 
arc calculated to cost more than Rs. 3-8-0 to a combatant and^Rs P rov iaions 
non-combatant, the Government paying the excess: Extra pay i s • ' 28 "° t0 a 
commissioned officers and men in recognition of their zeal, officicif nCm " 
conduct. When marching or on field service Batta is allowed and^ 

Rs. 4 a month can be earned after 21 years of service,, the rate bein ^^" 10113 
if the service is of 32 years and meritorious. ° nci cased 


AUXILIARY FORCES. 


Besides the regular Army, there is a considerable force of Auxiliaries, qq^ 
present volunteers, organised during the Mutiny, number 42,000 officers and men 
and include foot and mounted Rifle Regiments, light horse and garrison artillery* 
They are generally entrusted With the defence of ports, railways, cantonments and 
civil stations. A proposal to form a volunteer Reserve Force, made as early as 
1889, has not yet developed much. All volunteers are under the general officers 
in the districts in which they; are located. 


The Imperial Service Troops originated in the period following the R • 
scare of 1885. They are troops offered for Imperial service by the varies 
Princes of India, and are recruited, armed, equipped and Maintained * 
pective States, under the general Supervision of the Government f ' res ' 

now exceed 22,000 in number and did conspicuous service duri ° They 

An analogous body, more of ceremonial than of service util’ ^ ^ ° ^ rea ^ War. 

the impulse of Lord Curzon and styled The Imperial f i ^ ’ " as crea ted under 

Lailet Corps. 


the ROYAL INDIAN Mar . 

This is the onl„ • 

meat of India T| ^ prcs , e P tafci ^ of a naval force at , 
period and spicttcallvT' Inil * ra Mutai„ sd " » [ the Govern 

<"*"-£ 2 %?%?* *"*?'*> c vy itora *■* ««*-* 

. iLmy and efficiency in lgfii iNavv iq A , .. / 

St*T t ;r-p-‘h" ‘4; rir usdta,ed "^‘hept:; 

‘ ™ r,Ct of piracy. 2 S S ‘ Me3 ' ««££ 

• “«>«e surveys and pro tectlo ® 
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the Indian ports. It would be a misnomer to consider it in any sense a Naval 
'Force. The Government of India have been paying since 1869 a contribution to 
the Imperial British Navy in consideration of the benefit of that body received 


by India. Since 1896-97 the contribution has amounted to £100,000 in return for 
which certain ships were placed under the orders of, or at least at the disposal of, 
the Government of India. 


XVIf.—CRITICISM, PROSPECTS AND SUGGESTIONS. 


In offering criticism on the Indian Military Expenditure we must necessarily 
confine ourselves to political and financial principles. Such a course is likely to 
render much of our criticism nugatory to those who urge the plea of efficiency.; 
for we are unqualified to judge of technical questions of military organisation 
and efficiency. Our only defence against what might be alleged to be one-sided 
criticism is: Military efficiency is a relative term which must be determined in 
the case of each country by a combined consideration of its needs of defence and 
the resources that it can fairly devote for the purpose. This has been admitted 
by the Anglo-Indians statesmen of the highest standing*. There is always a 
point beyond which considerations of mere military defence pass out of the state 
which has always been tacitly reserved for the professional soldier and his governing 
idea of fighting efficiency. The larger problems involving expenditure of large 
sums of money and the disposition of troops in relation to possible enemies must 
certainly not be decided on the fiat of military experts. For these matters affect 
the State as a whole, and, as such, must be looked at from the civil or financial 
as well as military or efficiency standpoint. Again military efficiency—as all such 
ideas —is' a frequently changing quantity of which we in India have had painful 
experience. What one commission of military experts lays down as the ideal 
to be striven for may be knocked on the head by another equally 44 competent ” 
body of 44 experts ” making an outside observer painfully, aware of the popular 
ston about liars, damned liars and experts. Finally, even if we consider the mili¬ 
tary hViLory 01 India during the last two generations from the narrowest concep¬ 
tion of efficiency, we can eatcely say that even from thnt stand point the vast 
sum? annually spent on the army have been justified. After the Mutiny, there 
remained no first class rival army in India to challenge the military supremacy of 
f J je | ndian Army. But in the one great war of the last 60 years—the Afghan War * 

of (878-80_the result wore far from establishing the unchallenged and unchallong- 

able .supremacy of the Indian Army. The whole story of the frontier warfare 
shows the same net result. J he experience of and encomiums on the Indian 
troops in the Chinese, Egyptian and South African campaigns must not be taken at 


to** to? 0 .mr^avnti ‘SSSffS 1 , more Prominent! 


* JjHlU .'I 

to your view tne 


iirmw iM Q , 1 DfOugnt more prominent! 1 

:w tne emy 1 n V l * di iiriip/i•,o ? i0 * l3COfn P^ed with the available resources of tti 

C nln; (, \ r J cmnot ‘ Wd . ‘? nrnon,™, .c 11( u 1 cours e we have taken. I confide 

ii our condition in * “ p can hQ p| ♦n°h? w Iho S i’ ?? sho JJ !d . stl11 not b ® Justified in spending on 
shilling more on our army *,*?,.*• be i absolutely and imperatively necessary There a o con i 

derail .!. of a far ni cucr na £' ,]J '. !, j..i e J n A'ljff snatior fcnan the annu il exigencies of finance or the interest 

of thoi« v.’ao are employed in < • ^ ir > service ot the Crown. Every shilling that is taken for unneces 
sary military expenditure is so muen Withdrawn ftom those vast sums which it is our dutv to spend for th 
a! :*.nd metcriul improvement 01 the people. Minute of 3rd October 1870. 









more 


3 than their face value, since in all these camoa.V,,^ • 

ISU-lS-Helndi^ ,,o„p, Io™ K l o* small c,L£^ 

lungent ot the total arniv engaged 

* 1 ,_r_ . _ -oft* 


engaged. 

Excluding, therefore, considerations of military effi riorum- • • • 

bo centred on political and Annncial grounds. To facilitate' s u !ji 

divide out.criticisms into two main aspects, the one comprising general -s-a-.- 
of Military policy, the other including details of Military organisation ? 

As regards the general principles governing Military policy of the pre-M f 
era the maintenance of a strong army was necessary for accomnlichi™ J ' U lQy 
and consolidation of the Indian Empire. After the Mutiny ill t> , to ,' 6 conc l ue3t 
es or i ossible rivals having been overcome he task of tli ~ ' enemi - 

Empire against aggression from outside, T , t hh maintenance" of oH^- 5® 
the Empire should it ever be dis' . , ambition of & ^ e ' Wltbn 

endangered by the disaffection section 0 f the armv itself 0wer ’ or 

This last, however, became of increasing insignificance as the ^ ^ people * 

educated and propertied elements in the country became more 
on* the maintenance of the British rule * and the single units of the aru) ni ? rC cen fc r ed 
to realise the futility of insurrection in face of the all absorbing U ave ^ )e S un 
the most upto-date equipment for a successful rebellion. As regards 'the^f^ 6 
point, for 20 years after the Mutiny the Government of India managed t 0 ° rme * 
serve perfect neutrality in spite of the temptation to meddle in the Af<rt ian pre ' 
in spite of the tirades of such leaders of the Forward school as Rawlinaon and Frere* 
thanks chiefly to the experience and fore-sight of men like Sir John Lawrence' 
Lord Mayo and Lord Northbrook. Even after that policy had been temporarily 
broken, by the unfortunate blunder of the second Afghan wax, the Simla \ ri 
Commission of 1879—presided over by Sir A. Eden and assisted by the l a t e I o r j 
Roberts—laid down the principles governing the military strength o£ India subs 
tantially on the same lines as those given above, f 

These objects were legitimate, though some of them were almost insignificant 
and they were strictly adhered to during the Viceroyalty of Lord Ripon. In 1885 
when Russia had occupied Penjdeh in the No-man's land between the AigharJ 
a ud Russian Frontiers in Central Asia, this policy of wise preparednet^ ’ 

vifch neutrality was abandoned in the heat of the War-fever. The addit ^ ^ 

be strength of the Army, the prosecution of unproductive frontim- ■, l ° QS 
. . .i.. ,,ii .i. • ^ rauwavc 


W 


wiun neutrality was aoanuoueu m 

the strength of the Army, the prosecution ot unproductive frontier ‘l 

construction of special defence works - ; di ordered during the iii (r 1 ""'' VS ’ ^ 

all continued even after the threatened war had been averted Tl ^ \ eVer ‘ 
conquest and annexation of Burma, which was next under! 1 * pr ° K ' ct for 1 

pation of the increased armv, justified with paintd , ,, . to provide oc< 

-•".yr 7 =; r-—---the prophe 


K«j.or c6mmi,t,!^ ( ' t r |}y ot f a t c that it should »\ ave beeu reserT^ **--- - 

loJUn ucmni* u * 1)L . c i a i m i iul te breathing a note of an Indh^;-“ 

We have not paid much attemf^ust in everv meml &r of 
ouiih thev were published wni t .u' 0,i to th* lne aa far aa 


laJl m pooplo L are° ***** 
A* ,rt y in India * c ot*cer»*i! 

rhe Press n« ,h_ 


thePrA" fi, M.'i.? 0 " i We have not paid mu,:!, a U ‘ .‘"fwust i n ever “ in? mero &>r 0 

briswn elfcontlJ* evoJy^ th ° u « ! » they were published w u iJ} U °J i to the reeom, * a , s f .* Ar Ui 

e3timated ut r ,7 ^ If thev hone tb.it they will not he 0l1 Jhjanda ,h, UB ( 

t The , 7 ror '' 8 for'a i u, ° cost ot tlw army will b e x n »u!Ter e d to ' ere 80 u$r th 

repelling a ^,„ y . , ft0 «Rw 4 ? th" "SP*** all 

armed disWh«L thraatc ''i 9 d a*» Ar mv of India must be nnlntaWri , cost *u 1020-21 

Cammi »*.‘r>n aaCe or r<5,J cdion \vbl'iu ltor ! ,roli i foreign onemlua b C vn„f^ y *>e stat^l tr, i, , 
vammiision, w, »W»er -q British India or our. ^ ^.^ ^ajjg vwtl 
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the two members of the Viceregal Council—Sir Auckland Colvin and Sir Cour¬ 
tenay Ilbert—who had energetically protested against sucli an increase.* Though 
the Simla Army Commission had taken into consideration the possibility of a war 
with Russia allied with Afghanistan—and not, as was the case in 1885, Afghanis¬ 
tan allied with India against Russia—in prescribing the strength of the Indian Army, 
the increase was made by the Viceroy who for the hist time enunciated the policy 
of the Buffer State. The Burma campaign was only the forerunner of the Kash- 
mere imbroglio under Lord Landsdowne leading to the unprofitable occupation 
of Gilgit, Hunza and Nahyar. The Chitral expedition and the inglorious campaign 
of Tirah followed inevitably. And when Lord Curzon had apparently set at rest 
thev psrrennial frontier troubles by the annexation of the frontier territory, and 
the formation of the North-West Frontier Provinces in 1901, the rampant m 
perialism of the brilliant, hard-working but unsympathetic \icero} ound expres 
sion in the so-called “ peaceful” mission to Tibet with ulterior designs on Yunan 
and a Cesarian promenade in the Persian Gulf. Of the recent expedition to Meso¬ 
potamia it is perhaps too early to say anything, though, if we are to judge from the 
past records, the annexation of Mesopotamia and the littoral of the Persian Gulf 
seems not inconceivable, the C03t being charged, as usual, to India unless the 
new Indian Councils wake up in time to prevent it. 

* t 

The radical change in policy was at first cloaked under the pretence of Mili¬ 
tary defensive preparations. It was not, however, till nearly 20 years after the 
policy of Spread— Eaglisin wa 3 put into execution, that the responsible officers 
of the Government of India first openly admitted a change of the angle of vision.f 
In the financial discussion of the Budget of 1901-05 Sir E. Elies first admitted this 
fundamental change of policy in answer to the repeated and trenchant attacks of 
the late Mr. Gokhale on military finance. Lord Curzon defined his own attitude 
and that of his Government, on very nearly the same line, though of course, with 
greater wealth of words and brilliance of expression. X 


The last instance of the emjSoymerit of Indian troops outside the frontiers 
°f Irilia i-u He;vrot»ly be regarded as an example of Indian Chauvinism; for the 
presj.it war ni isb be a l.nittod to have broken out owing to influences entirely 
beyond the manipulations of Simla or Charles street. The help India has rendered 
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England in this war must be a convincing, though costly, proof of India's loyalty 
the Empire. It would have been all the more graceful of the representatives 
of the Indian people had in reality been free to vote such a handsome contribution 
of their own accord. * 


This brief historical review of the evolution of the Indian Military policy 
suggests obvious points of unanswerable, unfavourable criticism. It has in the 
first place been a most costly policy, beyond the ability of the Indian people t 
bear.t It has absorbed a growing proportion of the Indian revenues, and exclud¬ 


ed from the sympathetic consideration of the Government all 


projects of internal 


improvement costing money. Finally, it has led India into expensive 
unproductive annexations of territory justly exposing the Indiar. n ecessar l” 
to the suspicions of our neighbours. Like Burma, the administrative re % einment 
of these provinces have more than absorbed all their revenues, j 


The policy has, besides, become entirely unjustifiable on the 
on which in the past expenditure has been increased. A mon „ st % // Sr ° Unds 
most frequently urged for increased expenditure were tfi ca uses 

“ the m “« in 

though this last is nowhere officially .> ( . ’ 
ed in so many words-the 
of the maintenance of balance of power 
and the preservation, of internal peace- 
If we keep to our legitimate, or even tbe 
enlarged frontier of 1901, and do not I 033 
ourselves in the vain search after a 
“ scientific frontier/’ it may well be said that all the necessary roads and railways 
on the Frcutier have been completed; that no greater frontier expeditions beyond 
punitive measures are or will be necessary ; that the programme of Special Defence 
Works has been exhausted; that the conditions of pay etc. are as liberal as can be 
desired. And as regards the maintenance of the Balance of Power in Asia the 
conclusion of Anglo-Russian agreement in lyOS in spite of Afghanistan, and oi 


1. Frontier expeditions 

2 Increase of pay Ac. 

3 Increase of Ilome Military charges* 
4 . Special Defence Works. 

6 . Reorganisation Ac. 

0. Military Roads, buildings Ac. 

7. Mobilisation. 

'1 8. Exchange while it lasted. 


• £100 million 
The non*oillcial members 

umo r.« «*„ 5B S5BHK 

uiiiditl members dared not oppose, l’lio war l' ld ln \Wjpanent mUitn,/ allies 

Iloj cent 1 vtr t-iio j'io-w.t 1 vd to winch the piupobaln will add auutli^r ^haieeR ki) li011 " 

materialise in all respect*. Xite Armv in peace time would then coat ua if tin v 'y about 60 

Id •• C VN0X hi. 
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So 

Anglo-Japanese alliance—which reveals a deep rooted distrust of the Indian people 
after sixty years of unbroken loyalty—makes further increase in the army expen¬ 
diture absolutely unnecessary and its reduction innocuous. As regards the main¬ 
tenance of internal peace, the manifestation of anarchical tendencies in isolated 
instances bv warm-blooded, well-meaning, but gravely disappointed youths did, 
indeed, supply a plausible, though grotesque pretext for the maintenance of 300,000 
men fully armed with the latest description of destructive weapons, to put down 
perhaps not more than 30 individuals of heated, youthful imagination playing at 
terrorism with picric acid. But even if that excuse was acceptable to the scared 
officials in the last decade, it may at least be conceded now, after the proofs 
given by India of her loyalty in the present war—that increased Military Expen¬ 
diture on that account is unnecessary. * 

The last and the most important criticism against this change in policy 
is that— even admitting its wisdom and necessity—it imposes unfair, dispropor¬ 
tionate burdens on India. If the annexation of the frontier territories be an ob¬ 
ject of the Indian Army ; if the maintenance of the balance of power in Asia is 
desirable—these are objects imposed upon us by Imperial considerations which 
are, to say the least, as beneficial to England as to India. Of the total military 
strength of the British Empire India has supplied the largest proportion and borne 
the largest share of such expenditure after England. The advantage of such armies 
is common to the Empire, though its greatest benefit is to England. Why then 
should England not bear a share of such increased expenditure on the army main¬ 
tained in Imperial interests ? Parliament has decreed by solemn sections of the 
various Government of India Acts that the revenues of India shall not be employed 
for military operations beyond the Frontiers of India without the consent of 
Parliament—the object being to keep in check the instinct and traditions of ag¬ 
grandisement of an irresponsible bureaucracy. Yet in every instance in which the 
troops of India have been employed outside India the sanction has been granted 
as a matter of course without a thought for the true interests of India. With 
one singly exception of Gladstone's contribution of £5 millions towards the cost of 
the Afghan War, Parliament has never protested against the chauvinism of the 
Indian Government. 

Coming next to the criticism .of the Indian Military Policy from the stand¬ 
point of details of expen liture the first point to be noticed is (1) tho amalgama¬ 
tion of the European troops in India with the whole British Army. Elsewhere flic 
point has been discussal and the benefits and demerits of a local European army 
have been examined. Here it is necessary only to add that thanks to this amal¬ 
gamation, the Government of India lm had to pay mare for its European forces 
than if they had been recruited i u the country itself. Every change in the Mili¬ 
tary Finance introduced in England and suit"! to the riches an I rivalries of Eng¬ 
land in Europe, has had to be introduced in this country. And iu return for thnt; 

_ , Tiuj 

fiprdad con* 

excuses will _ .„ mui _ . _ 0 . 4M _ 411tIJ 

Deiiii and the I'uajah in tiie spring of 19 U) midtes no very encouru^ing reading 
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heavy expenditure India does not obtain tbe full benefit of the experience of the 
British troops. From the stand-point of the people and the G bvernment of India 
the scheme was found objectionable at its inception.* Besides, the general propor¬ 
tion prescribed by the Army Amalgamation commission required one European 
soldier to every 2 Indian soldiers in Bengal and to every three in Madras and Bom¬ 
bay. Such a proportion, necessary to those who like Sir John Lawrence were 
convinced that the Mutiny had been the result of the disproportion between the 
Indian and the European troops on the eve of the Mutiny, does scant justice to the 
proved loyalty of the Indian troops for no^ .more than two generations. The 
necessary margin of personal safety to the alien rulers of a large country like 
India may demand the maintenance of a considerable proportion of the troops from 
their own race, even though at a very great- cost, but the present preponderance 
in Artillery and the new modes of destruction in War-time, which are necessarily 

in the hands of the English soldiers in India, maybe considered to give all the 

requisite margin of safety to a people who take their stand more on the justice and 
excellence in their administration than on their exce ence m Military seience or 

Military strength. 

This section of the Indian Array, consisting of the British Army serving f 0 , 
the time being in India, eanses the gravest financial annoy to the Government 
of India. The charges payable to the War office under thrs heading, as detailed 
and explained in a note elserrhere, are a most important factor rn the oncer- 
tmnties of the Indian Finance, a most grievous burden on the people of IndU, 
supportable, possibly, on dead actuarial rides, uusnpportable on any other grounds. 
Under the varietv of heads, Capitation charges, Cepot and Transport charges. 
Stores, Regimental Pay and Pensions for OBcm and Soldiers, Absentee and 
Purlouvh allowances, Field ArmWfnmiumt'on and Ordnance Charges, and other 
miscellaneous heads, the War office make. “ annual drain of nearly ten crorea 
of rupees. The Government of India have themselves protested again and again 
against this uncontrollable drain. But unsupported by tbe people of India in 
that contention, they have so far P Iove “%less before tbe war offico statis¬ 
ticians and other experts-t Though t!>» total number of British troops in IndU 
kave been increased materially, the charges in reaped o! ft( , m w ^ 

Marly doubled. ( Unless this 18 re ““vcd or rigidly controlled by the 

Government of India-an impolite condition f Iom the nature of the ease, 
-a tadrea lreformy the military finance rflndia seems inconceivable. 

army coiuhti£? y ami aiw? ^arrant officers and soltUer- »n an # o.ZUB i s a Blun { Army consist- 

for re^imontnP? H >0io nCcs > provisions and the cnargos paid \n Iimglaud ‘ 60 cr °rea by way 
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i In despatch (ja» ^ Soldier i* pqher BU$8^tion8 material{o* A >ilO per h^ad of Kuroot’Jiii 
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As already observed, the benefit of the British Army in India is by no means 
assured to India. In the event of ’an Indian necessity conflicting with the Im¬ 
perial demands, the Government of India have themselves doubted whether they 
would bo able to command the services of British troops in India, let alone the 
reserves for which India pays a proportionate pension charge. The regiments, 
batteries and drafts sent out to India are despatched during the whole of the 
trooping season to take the place of men returning home discharged, invalided 
or dead. The assumption of the War office that India would bo able to command 
at least 11,500 men as her ‘ First Reserve ’ will hold good only in the event 
of a War breaking out at a particular moment when the trooping season 
is just about to commence. If war broke out after the trooping season had 
closed those 11,500 could not be available as a <c First Reserve. ” Moreover, 
it is not quite beyond probability that the identical circumstances which 
demand mobilisation in India might also require instant mobilisation 
in England as well. The latter country under those circumstances would 
not be able to part with the small number of regular troops maintained as 
Reserves. Finally, the Short Service System introdued in the English Army 
by Lord Cardwell, has turned out to be a heavy charge on India without a 
corresponding benefit. The now industrialism of the Nineteenth Century had 
destroyed all taste for. soldiering in the English mind, and consequently such 
a short service system was necessitated by the peculiar conditions of that country. 
But the same can hardly be said of India, of even the British section of the Army 
in India. Yet, the amalgamation of the armies made it inevitable for the country 
to adopt the scheme, however costly, unsuitable, or unnecessary it may have been 
under Indian conditions. The only net result as far as India was concerned in 
this change, was an increase of the annual Transport Charges of the British troops 
to and fro India. Perhaps even this defect might have been, to some extent, coun¬ 
ter balanced if we had an effective Reserve of the same kind in the country. But, 
as already remarked, though India pays her share of that Reserve, she cannot al¬ 
ways count on getting it in the moment of her gravest need. 


But perhaps the greatest error of the Indian Military organisation combines finan¬ 
cial and military evils in an almost equal proportion. From the Company’s days 
of constant conquests, the Army in India has been organised on a war footing. There 
is no separate peace establishment, as distinguished from the War Establishment, 



from a variety of causes which have no direct appicucuu, ».•«» 

Government ot India the following may ^wolXSanGonodt- Am0Ug - ur fl mlUir destJ “ tcllM o{ the 
Despatch dated Sth February 1878 
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so that military charges in India are in no way different in the war times 
or in peace times, except possibly in the necessarily greater extravagance and lexer 
control in War times. The total strength we can mobilise in the event of a war 
is about 250,000 men of all arms, in round figures. For this in the.last year before 
the Great war we spent nearly 30 crores of rupees. I n European countries like 
France of Germany, before the present Democratic-Republic was born, they have 
adopted the system of short service and Reserve which'gives them a maximum 
of combatant strength at a minimum of cost. * 


<SL 


India has, relatively speaking, no Military Reserves. The Simla Aim C 
mission did indeed propose the formation of. a double Reserve out of the dis^h ^ 
Native soldiers, in the hope that such reserves might enable the GovernmentT 
reduce its normal peace-time Military Budget without causing anv Milif 
political danger. But the system of territorial Reserves for India wa 9 * *°I 

by the Secretary of State for India. And though the Regimental Rescrv f °^i 
in 1886 was a step in accordance with the best military opinion and polict 
remains a very small fraction of our standing Army, utterly insuffi c i en j. 
the Military Budget. Perhaps this absence of any considerable **** 

traced to the distrust of the Indian people which has, i n spit© of protest ^ 0 ^ 
the contrary, throughout characterised the Military policy 0 f the Government 
of India. To arm the people may assure a better defence of the country, but until 
an alien conqueror can bo assured of his own complete safety under a measure 
of national training for Defence, he would scarcely venture on such a Step. AjkJ 
in the nature of the case such an assurance would he impossible to give, or inca¬ 
pable of belief if given. That since the last Mutiny there has not been a oingle 
attempt against the British Rule in India; that in every crisis, such as there 
have been the propertied and educated classes have steadily supported the only 
Government capable of maintaining the vested rights of Native Despots and 
higher castes, of Marwari-Money lenders and Bengal Land owners ; that the 
progressive section of the Indian people have begun to perceive the Wasted 
character of an aggressive attitude in face of the world forces, and are also , 
ing the Western Maxims of Government as the only suitable axioms f ot a P ” 
intending to be progressive; that in the last great struggle India lias V> ^ e 
to do little, beyond placing hex standing Army at the disposal 0 j t> ‘ p bGCU able 
all considerations insufficient to bring conviction to the mi 1 ^ ^ mpire; are 

the wisdom nnd expediency of organising the people f T ^ ° ^ cr ru ^ era &3 to 
defence. The legend of the British lioldW f t ° * ot tEeir National 

"- rr .^... India'a o„u inters 

(Annual average)* 


TTnlted King'ddm ,. 12 $ don 

1 •• 5BS gS 
.. .. 8«S liSS 

) I, 1 « 2, n e ,“ e . ct,i xe Military strength ot one. third (approximate i V°°° -0.000,000 

India 7a % af tins French military Budget and over 50 % oi the’oi? ot Franc 

UrttaTVftS nnra ivnii ii nrnh»K1« t vi ;iu. “^Oriiinn Mm. _ 


tferman Empire.. 

Japan 

India 


India 75 % of the French military Budget and over fnj % of ot France o, German, 

lteserves ours would probably be the moat costly Military Budaot Military BudgS^Tf L V spent in 
wo maintain. . Knt ‘ n th ° «orld ln Xportlon 0 to n the <l fice 
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which many an honest Englishman perhaps honestly believes in and which Anglo- 
Indian statesmen and bureaucrats have made themselves believe by constant 
repetition, finds some justification by such devices as the Arms Act and the utter 
exclusion of Indians from Military offices, It is possible now to bewail, with 
some show of truthfulness, and in a spirit of virtuous indignation, the utter ina¬ 
bility of the people of India to defend themselves against outside aggressors. Un¬ 
less the present Government of India takes heed and makes some fundamental 
reform, it would be very much mistaken if it should expect to be blessed by the 
succeeding generations in India. India, it may. be said, would be unable to defend 
herself against civil strife or external aggression, in the event of the present Govern¬ 
ment being overthrown before the people are trained and able to undertake their 

national defence. * 


In a work of this kind we are not primarily concerned with questions of a 
Constitutional description regarding control of the Indian Army. The Govern¬ 
ment of India, being what it is, the concentration of Military matters in a single 
omnipotent Commander-in-chief does not make for military economy. It may 
even b 6 d* ubted if it adds to the efficiency of the Commander-in-Chief, as a 
soldier. In the Supreme Council he is the expert—the only expert—> in all 
matters relating to the Army. Hence any check on his estimates is almost 
impossible by mere civilians holding their position in the Government in 
virtue of military domination. If a strong Viceroy should try his hand at 
economy, there is ever ready the bogey of frontier trouble f and internal 
unrest to frighten away the struggling spirit of civilian control or financial 


4 


♦ The spirit of distrust is nowhere so clearly evidenced as in tho system of ofilccring the Indian Army 
Under the Company’s rule in tho .Regular Regiments, out oi a total .nominal strength of British oiheers 
few remained with the JLiegimenU the rest being employed in civil and other duties. In Irregular Regiments 
there were only tliree British oilicers the rest being ail Indians. In the reconstructed Army alter the Mutiny 
the irregular system was adopted throughout with this change that the number of British otiicerB with the 
Indian regiments was increased from 3 to 7 in 1801. In 1874 this number was further increased by the addi¬ 
tion oi two probationers to each corps, increased still further iu 1884-85- Before tho Mutiny, Indian oilicers 
in Irregular Regiment; were in command of troops and Companies, but in the Re-constructed Army under the 
Orowu, in Millie oi all the Proclamations and Acts of Parliament guaranteeing equality of treatment, they have 
no nueti re turnable duties. The British Agency substituted is at once moro costly and more clear proof ot 
the distrust oi the Indian people. (Seo Chesney’a Indian Polity” Ch. 10 Kdn. 189I). Tho only poeaible 
excuse of this yro'trcttivo discontinuance of the Indian otlicera from tlio Army is their alleged want oi tho 
requisite education and training. Besides the possibility of a suspicion as to whether tho raw yoimg Bms- 
iidhimin fresh from Sandhurst ia bettor nil round us an otliccr than t he oldest Indian Veteran in the .Regiment, 
one might ask whether suitable opportunities and encouragement bus boon provided tor Indians to acquiro 
the technical knowledge for army matters, and whether after such opportunities Indians have been found 
wanting. On the contrary, if we are to believe the current rumours, ft seems those Indian chiefs who ven- 
tn serve iu person ior the British Emuiro iu the last Great War, were studiously kept from the real battle 
^ ground or another, and em ouragod to belaud themselves as heroes by virtue of the uniform 

tl Per could sport in the Umpire or the Alhambra. 


cruiting- 


- -ot, Acrpt snefechea the late Mr. G. K. Gokhalo again and again asked for an evfonftirm a f km* 

In his Moge* Sssary-among the people of India with a view'eventually to^ rail > re 

jng—if ^foreign mercenaries. Convinced as lie was that ti“h y r„ 01 Cl W®»; 


Boldlo:.!, Iu P lac ® he could advocate the measure as much on ni¥i<™nUp ean * S i° dlcrs were 

iu cost to eeven lndis H pi r it of moderation, lie realised the difficulty of ^ 0 ? a as °?. t le narrower * ,n8 “ 
chi grounds. t li e accordingly urged that the first step be tahen Ivv &ov .n mul «“ t to , ta . rr ^ 

out such a suggestion, *na raceg of Indi;l| grat i ua Jly extending tlw SS,Vt^. ndlng racrul < ;me n t ' 10 Belec f? d 

classes oi wcfl-fcnowu w- . was iiitcliner edict dpiiniui.. Ji to otlier l'tovlnces aud races. Tlie 

only answer to his suggest eiuiitely closing the Madias Presidency as a military 

recroiting ground* * » 



t 'Pjio speeches of the Algliau .Delegates’ at tho last Peace Conference which put ua end to the Thir 
Afghan War seemed to hint at Indian Government machinations os having been responsible for the outbrea 
of t-ho hostilities- But of course, this must have been an enemy dodge to discredit our government nnd< 
carving of any belief in India, 1J I 
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economy. Before the Curzon-Kitchener controversy, which, by the by, haa 
ended in the Mesopotamia Commission Report and the sudden death of an ex- 
Indian Commander-in-chief, the Viceroy had the power to check the military 
estimates with the aid of the military member of the council. Of course if 
the Viceroy was weak or militant, or if his Finance Member was indifferent, the 
military clement in the supreme Government by the freemasonry of the esprit 
dc corps among the military representatives in the Council could always rely on 
having their own way. As a matter of fact the Army increase under Lord Duffe- 
rin was brought about in spite of the protests of the Finance Member. But now-a- 
days there is no possibility of even such a check. The only way to remove the 
military incubus is to place military estimates under civilian scrutiny and control, 
as in England, preferably the civilian controller of Military estimates to be an In¬ 
dian. The Commander-in-Chief should at the same time be relieved of his ardu¬ 
ous duties in the Imperial Executive Counc.l and be freed to devote himself entirely 
to his profession. * 
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esprJscd above hfcbttn Splinted? 1 Foronewhoh"*"' Cor ‘iinittee 1 h“ ua v! ons th(>y . 

St 11 One^eaturnc fth* l j'T rec °f“Hitiulations will not'' umterhm tcU t^prin^SeofNon 6 ' 1, an<i th ° llop ' 
» JJK of the Indian Army already touched upou K' 86 -, 1P eo -co-operation it I 

finfjju al importuuoc may be mentioned here* In the past it and thonali irm 

Indian stall Corps Is given elsewhere- 1 U 1,UK wttwed great waetc ?\ ax *' 8 / ca 

The suggestion. for creating &pctdal new member of the tT he history ofth 
Committee with relerence to the supply and manufacture of munition*® c ' 0 ? n 9' , > made bv m e rain 

economy 11 nothing else. The suggestion made in the text is, it L '“ fleeted on grounds. 

noticed, radically different. 
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CHAPTER IV. 


. -$- 

MAINTENANCE OF PEACE AND ORDER -DEPARTMENTAL EXPENDITURE. 


Qur second group of public expenditure includes 

(1) Expenditure on Courts of Law, Police and Jails; (2) General Admini¬ 
stration under which we may include Expenditure connected with the collection 
of Revenue; Salaries and expenses of civil departments, and similar other expendi¬ 
ture;* (3) Political expenditure, comprising expenses of legislative machinery, 
Central and local, representation of Government of India abroad by Political Resi¬ 
dents, Consuls and Agents, and payments made under treaty obligations to Native 
States or Frontier Tribes, or the Subsidy of the Amir of Afghanistan.f (4) Non- 
effective charges, including Pensions, whether Territorial and Political Allo¬ 
wances, or superannuation allowances which are called Pensions proper, Furlough 
and Absentee allowances J (5) Miscellaneous charges, including Refunds and Draw 
backs, Assignments and compensations, which are not really expenditure but ex¬ 
cess collection of revenues that have to be returned. 

Following our general treatment, we shall discuss the first principles govern¬ 
ing this kind of expenditure, next give an historical outline of Indian public Expen¬ 
diture under these items, with such reflections and suggestions as may appear 


necessary. 

XVIII.—EXPENDITURE ON JUSTICE, JAILS AND POLICE. 


Public expenditure on the Administration of Justice forms an integral part 
of public economy in all modern states. The maintenance of a judiciary is not 
merely a symbol of Sovereignty; it is indispensable under the existing social 
organisation. The progress of civilization has transferred the Administration 
of Justice in Aryan countries from the locally elected, and often unpaid, officers, 


' & Thn heading Salaries and Expenses of Civil Departments » tlio Accounts of the Government of India 

. j of the items classed above in sub-headinss other than (2). We have elsewhere given reasons 

includes c | ; >jsiacatlon I 3 not desirable. The scheme here adopted is also explained in principle there. 

to b1i0 ' v " ... commission ltcport, as already observed, included political Charges under the ao- 

-4S¥5S3i.’&?SS*«a 

Frontier, Frontier levies, political subJdies to the Ameer and others and special mission ” (para 229 Ma* 

Jorl Mitnoticcd that the group including political charges, as given bv us Is much wider than the group 
conceived by between political and military ex pen* 

dlture it linwSvVr on ^ i0 office results in avoiding or accelerating 

Military charged. As a rate, 1 °jdjn*fcy expenditure on Foreign relations is for the preservation 

of peaceful intercoursethe World. The moment that intercourse 1* stopped, the bulk 
of the fcoreigu charge* come to an end. It- would be therefore better to class such expenditure along with the 
Political Expenditure Bt home under classes of Horns Indicated above- Besides in India the greater portion 
of the political charged in connection with the Native Mates arc really mure like domestic administration 
charges than anything else- 

% It would add very much to the dearness of the discussion could we but separate the Pctisioitf<- 
of each department and consider them along w ith the expenditure of that department- But it woum 
ticaily hopek&B to try and make such a diatjpefciou. 
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the present day highly centralised, monopolised, overpaid system of judicial k 
administration. The transition was no doubt inevitable, and possibly beneficial. 

The political re-grouping which substituted the highly complex modern Empire 
in place of the Self-Governing Village Community of the ancients could not be 
compatible with an administration of justice left to the local units guided by local 
customs. With the change in the,administration of justice came a change in the 
spirit of the laws. Instead of the independent, isolated customs of each self-con¬ 
tained community there grew up au elaborate, intricate system of codified laws 
administered of a necessity by highly trained legal artists. And these artists must 
be paid, when appointed administrators of la Wj not in proportion to the service 
they render but in accordance with the emoluments they forego by giving up their 
private practice at the Bar. This is not so common in other Aryan countries as 
in England and countries adopting the English ideas of political civilization. I n 
other countries the Advocate has not quite succeeded in effacing the Jurist. But 
wlieu the judges are made the interpreters as we a-> 10 guardians of the Cons¬ 

titution it follows that a certain amount of fearless m epon once must be postu¬ 
lated in the choice of the Judicial officers. Hence in these, countries they have 
been obliged to adopt the double expedient of paying very high salanes to com¬ 
petent, independent men to become Judges, at the same nne dissocial llt; the 
Judiciary from the Executive authority of the State. High Judicial office thus 
comes to be reserved more as a prize for successful abates when they retire 
from the active practice of law than as a matter of course for the ordinary 
hierarchy as provided in other administrative departments. 

With regard to the Public Expenditure on Police we have already observed 
elsewhere why we cannot regard this expenditure as on a lev el with t e xpendi- 
turo for National Defence. Policy chargos are in reality an appendage to the Judi 
cial Expenditure. As the army is the ultimate appeal of the community via a- via 
other communities organised as Statin, the Police is the ultimate appeal oi 
community against each of its mombers,—the citizens. All the reasons \vbi^ 
require the expenditure connected with National Defence to bo met out 
funds of the Central Government suggest t hat Police Charges be met out ot Xio 1 
Funds wherever such a distinction is possible. I dice activity and Utility 
tjqlly local and must therefore be paid out of and controlled by the local auth^ty 

The theory of Prison Charges,— or punishments in general- 
demands that all prison organisation should be so frame 1 ^ acoe ptable tb-day- 
—--—---- ^ ^ ^ ean the criminal 

♦ The distinction between the Jurist and the advocai,, i - 

tlon n so far as it draws attention ta the increase in coatof1, x \\° ev <mt dtl 


mu « to the increase in cost , ent dtherwW ; - t— - 

The figures representing the cost of judiciary and Police eendci^ ^" 1 l * tliis connee 

and reiormatories, represent only a small fraction oi the f s ’ :is ' v oll or ti,,» Uoi 5 stalled bv thu 
ten, The high fees paid to CounselThoug“ to the^ommu^^ 

as the Income Tax Returns jmight furnish, must he regarded as •» n'^-d ^curatelv^pm^^^V^ trom this bys- 
by the legal profession lor its sen ices, in i l0 respect, hilt- hvr -V, 

the industries of a country oik similar articles Imported frornabtSid 1 autK > tovU 

It may be added here that the High Court Judges—and a fort • ^ lr Poso«i of protecting 

guite claim the independence clmrauteristio of the judiciary in Engl and ^ lo W judicial 

during the pleasure ofthe Qrown and not during good behaviour m 

consists oi civilians who have beon accustomed too long to obey their » U n‘ .V ' 1 ? «- good pronortkm 
judges should—all of n sudden; and the chances oi promotion to still moro e in Urs ludopendSnt l! ,m 

them to just a suspicion that alt judges cannot afford to bo inconveniently ind&p g d ox t CtttivC5 officw oxpoae 
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from his criminal tendencies and make of him a useful member of Society. Crime 
must be regarded a3 an indication of insanity not an occasion for organised 
r cvenge. Legal punishment should not be the result of the social instinct for 
revenge but rather the offspring of pity for the erring members of society. In all 
countries claiming to be civilised Prison organisation, work and discipline should 
be so arranged, no 'matter what the cost, as to eradicate the criminal tendency. * 


As regards the sources from which this branch of public expenditure ought 
to be defrayed, there seem to be three possible alternatives; Judicial revenues 
in the shape of Court Fees and stamp duties on legal documentsFines and Penal* 
ties imposed by the Civil as well as the Criminal Courts; general taxation of the 
community at large. No authority has explicitly declared that the administration 
of justice should be conducted on the commercial principle of making the depart¬ 
ment at least pay its own way from its revenues, if not to leave a surplus for the 
general benefit. Without accepting this commercial principle it may yet be 
admitted that the system of making litigants pay for their suits would tend to 
discourage unnecessary-litigation-by no means an unknown or uncommon 
complaint m our highly civilised states founded on Commercial Morality. But 
it has the undeniable drawback of deterring parties from seeking their rights if 
the cost is too great or even important enough for them to think before institut- 
ing a suit* Besides, there would always be the possibility of making a really ve¬ 
xatious litigant pay for the misuse of the common privileges of citizenship by 
extra taxation on too frequent a litigation without basis in fact or law.* If the 
expenses of the Judicial department aro paid out of it 3 own revenues the officers 
concerned would be exposed to the serious temptation of increasing their emolu¬ 
ments by showing a growing source of income from their department, not to 
mention the most serious disadvantages of the system that a payment of Judi¬ 
cial officers by a percentage on receipts would afford an unfair advantage to the 
rich suitor as against the poor. We cannot look upon Judicial fees quite in the 
nature of penalties paid by the party at fault, even supposing that were desirable. 
Civil suits do not necessarily originate in the dishonesty or culpable intentions 
of one of the litigants. Modern laws leave considerable room for a genuine dif¬ 
ference of opinion. Witness for example the frequent cases in which the decisions 
of the High Courts are reversed by the Appeal Courts. And in criminal justice 
the condition of paying fees before instituting prosecution would result in revers¬ 


ing our modern civilization and compel us all to be duellists by necessity, Eines 
and penalties in criminal cases may, indeed, be regarded as another aspect of fees, 
and a system of graduated money payments for different crimes may have its own 
recommendation to a reformer of modern criminal jurisprudence who would abo¬ 
lish all physical punishment, from flogging to beheading. But most of the cri¬ 
minals would be unable to bear this alternative; and there are some crimes, like 


The frequency of too many appeals, wlnoh is such a predominant characteristic of the Indian J 
cystem, might be taxed much more effectively and progressively if it can be proved to 1'*' 
sioned mteure. 









✓ 89 

murder or rape which the social conscience would have to be educated much more 
before it would consent to accept pecuniary compensation for what so far the 
majority has regarded as irreparable injuries. 

But because we cannot accept a system of fees, fines and penalties as the 
only source of Judicial expenditure, it does not follow that the Judicial fees should 
be utterly abolished. Under proper precautions they wOtdd he a salutary deter¬ 
rent to unnecessary litigation, at the same time acting as a harmless source of 
public revenues.^ When levied upon documents of a legal or commercial character, 
the stamp fees would in no way be burdensome. Apart, therefore, from such 
service as the receipts of the Judicaial department in the shape of fees etc. may 
render to the public Exchequer, the cost of this department must be borne by 
the public purse. And that cost is bound to glow as population and the complexity 
of social relations increase. Any section of that cost unexplained by these factors 
will have to be explained by the excessively high salaries paid to the Judicial Offi¬ 
cers in countries adopting the Anglo-Saxon principles of judicial administration. 
The only way to reduce the cost, when it- becomes disproportionate to the service 
or benefit rendered, is to encourage arbitration, to organise a system of voluntary 
justice by locally elected tribunes of the people, by re\ erting in fq,ct to the 
ancient principles of gratuitous judicial service, in so fai as it- would not be incon¬ 
sistent with our.modern civilisation. r lhis expedient *o long a characteristic 
of the English Judicial system in the person of the Justices of the Peace,~may 
reduce the cost to the State without being a real relief to the community, unless 
its concomitant countcrpartr^the Nationalization of the Ue^al Ii ession-*—is con¬ 
currently accomplished. The indirect, but heavy, tax upon the community in 
the shape of paractitioners 5 fees can only be remedied if the professional lawyer 
is made a public servant, guaranteed a living wage, and without anv temptation 
to distort the law or obfuscate the p ublic conscience. * 

The annexed table shows the growth of public expenditure iu India on these 
three heads since the transfer of the Government of India to the Crch.vu, 
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TABLE SHOWING GROWTH OF JUDICIAL, POLICE AND PRISONS 
EXPENDITURE IN INDIA. 


Expenditure on Courts of Law. Expenditure on Police. Expenditure on Prisons. 


Year. Gross Exp. Receipts. Gross Exp. Receipts. Gross Exp. Receipts. • 


1858-59 

Not available 

• . 

• • 

•- 

- • 

1859-60 

. . 

• •> I 

. . 

. . 

• • 


1860-61 

£ 2,033,865 

. . 

£ 2,219,230 

• • 

. . 

• • 

1861-62 

1,951,217 

£511,513 

2,163,163 

, . 

. * 

• • 

1862-63 

2,074,146 

474,842 

2,141,269 

. , 


, . 

1863-61 

2,120,630 

631.798 

2,300,482 

, 4 

, , 


1864-65 

2,243,065 

2,423,206 

. 527,830 

2,361,011 

£ 148,166 

• « 


1865-66 

653,628 

2,384,313 

146,901 

• • 


1866-67 

2,397,788 

627,050 

2,262,821 

188,169 

# , 


1867-68 

2,544,349 

719,342 

2,434,125 

231,972 



1868-69 

2,845,447 

889,856 

2,476,580 

277,239 

# 


1869-70 

2,902,926 

828,515 

2,435,131 

287,459 


• • 

1870-71 

2,996,190 

746,898 

2,275,335 

270,971 



1871- 72 

1872- 73 

1873- 74 

2,273,813 

2,222,175 

2,266,179 

373,160' 

392,686 

359,146 

^Included under Prov. charges. 


1874- 75 2,298,180 321,798J 

1875- 76 Rs. 3,21,24,471 79,64,600 

2,13,00,488 

8,41,600 


• • 

1876-77 

£ 3,275,821 

789,828 

2,158,032 

64,279 

, . 

• • 

1877-78 

3,208,638 

618,388 

2,487,615 

255,254 

# . 

• • 

1878-79 

3,336,310 

647,131 

2,423,627 

211,108 


• « 1 

1879-80 

3,320,677 

658,902 

2,497,755 

227,657 

, , 

• # 

1880-81 

3,249,799 

687,764 

2,526,663 

242,769 

# , 

. # # 

1881-82 

3,232,788 

677,454 

2,553,861 

248,005 

, , 

# # 

1883-84 

3,238,896 

573,859 

2,761,054 

311,874 

* m 


1884-85 

3,305,978 

546,059 

2,832,725 

319,400 

. . 

• • 

1885-86 

3,352,284 

577,709 

2,852,724 

321,011 

. . 

♦ . 

1886-87 

Rs. 

Re. 

58,71,900 

Rs. 

3,28,50,970 

Rs. 

31,58,630 



1887-88 

• • 

57,18,500 

3,69,36,210 

35,02,930 

. . 

# # 

1888-89 

H 1 • • 

59,56,110 

3,75,42,940 

36.29,970 

, , 

# % 

1889-90 

« * 

• . 

• • 

. , 

. . 


1890-91 

• • 

» , 

. . 

• . 

• • # 

• • 

1891-92 

2,84,00,070 

37,58,430 

3,86,86,100 

38,15,400 

89,97,320 

31,12,970 

1892-93 

2,87,71,120 

37,74,440 

3,87,36,450 

39,59,670 

91,80,600 

30,91,970 

1893-94 

2,99,64,600 

37,24,050 

3,91,97,850 

41,75,310 

92,40,530 

30,61,910 

1894-95 

3,07,05,750 

37,04,820 

3,98,90,030 

40,62,220 

90,51.400 

' 30,88,780 

1895-96 

3,09,08,700 

37,78,740 

4,04,08,170 

41,78,200 

95,67,620 

31,22,980 

1896-97 

3,09,68,930 

35,61,840 

4,15,65,600 

43,69,160 108,22,460 

30,87,303 

1897-98 

3,13,71,910 

35,69,130 

4,23,39,230 

44,83,300 111.87,030 

30,62,800 

1898-99 

3,07,41,260 

36,88,630 

4,18,07,170 

43,62,040 102,88,210 

30,85,530 


£ 

£ 

£ 

£ 

£ 

£ 

1899-1900 2,081,449. 

236,017 

2,851,296 

284,190 

684,235 

226,905 

1900-01 

2,124,314 

228631 

2,917,986 

298,895 

797,059 

245,121 

1901-02 

2,157,742 

232,211 

2,957,066 

293,576 

771,566 

250,522 

1902-03 

2,215,30-4 

243,369 

3,019,744 

307,514 

725,505 

236,302 

1903-04 

2,276,666 

258,166 

3,087,309 

323,060 

713,113 

240,612 





1904- 05 2,238,250 

1905- 06 2,409,754 

1906- 07 2,540,828 

1907- 08 2,592,452 

1908- 09 2,753,587 

1909- 10 2,756,749 

1910- 11 2,867,030 

1911- 12 2,981,996 

1912- 13 2,990,302 

1913- 14 3,088,160 

1914- 15 3,292,254 

1915- 16 3,353,938 

1916- 17 3,307,026 

1917- 18 3,320,782 

1918- 19 3,449,464 

1919- 20R.E. 3,712,300 

1920- 21B.E. 3,834,400 
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254,292 

3,158,815 

328,393 

706,549 

245,405 ’ 

277,747 

3,363,586 

324,690 

793,399 

253,230 

273,595 

3,692,348 

314,292 

843,104 

251,719 

264,087 

3,813,354 

153,651 

856,766 

254,403 

280,117 

4,196,222 

158,123 

932,996 

246,234 

293,339 

4.222,306 

148,950 

853,084 

230,155 

330,663 

4,351,612 

155,373 

851,217 

237,791 

323,660 

4,602.977 

122,738 

842,732 

253,354 

352,051 

4,658,000 

135,553 

873,668 

270,062 

373,791 

4,864,990 

130,339 

982,903 

280,448 

404,568 

5,237,008 

141,281 

1,018,543 

296,534 

413,545 

5,353,615 

143,199 

1,042,520 

299,225 

414,799 

5,424, l9o 

155,038 

1,086,422 

345,725 

435,150 

5,617,087 

133,246 

1,149,321 

379,683 

420,943 

6,109,726 

185,837 

1,409,471 

511,728 

485,600 

464,700 

6,000,000 

6,952,700 

170,600 

140,000 

1 

1,563,200 

1,457,100 

1 

413,600 

417,300 


The figures given are compiled from the Financial statements and the Finance 
and Revenue accounts of the Government of India, it will be noticed that the 
figures are not uniform- The separation in the three branches was not'recognised 
in the earlier years, and consequent!} "C ha\e hot been able to give the figures 
of ‘ Jails ’ Expenditure in the early years separately. In the first year f ar which 
the figures have been given no distinction has apparently been made between 
gross expenditure and net, the figures of departmental receipts being omitted. 
Finally, in comparing it must be remembered that the figures m sterling 
for earlier years represent a conversion of rupee iigures at the conventional rate 
oflls. 10=1£. w 


Year. Population of 
British India, 


Judicial &o. 
Expenditure* 


1870-71 

1880-81 


In connection with the Indian Expen¬ 
diture on Justice, Police and Jails it may 
be observed that the table in the margin, 
in spite of its many defects shows an 
increase of expenditure out. of 
tion to the increase in ^ 

table shows a decennial increase in percentage of population Q j P e 
tk~ “ aud 


185,163,435 42,63,656 

_ 198,882,817 48,40,929 

1891-92 221,240,830 Rs. 05,39,669 
1901-02 231,605,940 £- 51,10.005 
1811 12 2-14,267,542 76,27,953 


Between 1871 & 1881 Population increased 7 


1881 & 1891 
1891 & 1901 
1901 & 1911 


P ei ce hti. & Expenditure 14 % 


» 33% 

>* , 16 % 

\ 25% 

Tins contfuual tale of growing expenditure W a 4 % * - 

causes such as the increase mi the'pay of the subordinate 1 
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Against this must he set off the following which go a long way to R ) >rkXlr + i , , r , r 

if not a in h v ro show that the Courts of Law in India are self-supporting,. 

jioc a source of revenue to the Government, 


<SL 


Beceipts ^eluding Court fees, stamps) and charges'connected with the Courts of ha^T 


Receipts. 

1. Sale proceeds of unclaimed and es¬ 
cheated property 

-* Court fees realised in Cash 

3. General fees Fines, &c . 

4. Other receipts 

5. Court fee stamps & plain paper 

1909-10 

1,90,429 
4,19.973 
33,10,464 
4,79,213 
4,66,24,121 ' 

* 

1910-11 

2,23,011 

4,53,614 

35,32,614 

4,50,708 

4,96,88,352 

1911-12 

2,22,321 

4,65,484 

36,61,659 

5,05,358 

4,88,85,517. 

1912-13 

2,23,198 

4,51,591 

41,67,047 

4,38,923 

5,06,05,217 

1913-14 

2,32,774 

4,63,956 

44,34,173 

4.75,962 

5.27,70,185 

1914-15 

4,89,374 

5,29,004 

5,29,004 

5,32,226 

5,24,85,951 

Total Receipts. 

5,90,24,200 

5,43,48,099 

5,37,40,339 

5,58,86,892 

5,83,77,060 

5,86,54,473 

Expenditure. 







I High Courts, Chief Courts. Jud. Com. 







Recorders Courts . . 

43,12,494 

50,90,898 

52,33,197 

55,50,970 

56,64,177 

59,20,961 

2. Law officers and Administrators Gen¬ 







eral . . ,. 

24,53.933 

30,68,913 

29,69,767 

26,94,463 

28,57,789 

33,55,666 

3. Civil and Sessions f/>urts 

1,79,02,944 

1,83,22,317 

1,92,42,488 

1,92,01,847 

1,98,84,131 

2,06,55,848 

4. Small Causes Courts .. 

7,94,868 

8,12,855 

8,30,417 

8,31,449 

8,40,366 

8,47,340 

B. Criminal Jjfourts 

1,45,36,200 

1,48,54,314 

1,55,83,805 

1,56,84,950 

1.61$,549 

1,76,43,559 

6. Coroners & Presidency Magistrates .. 

3,04,3111 

3,47,592 

3,32,009 

3,14,628 

3,39,846 

35,698 
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7- Refunds 

8, Miscellaneous 

5,19,243 

23,381 

4,57,225 

30,753 

4,55,888 

35,330 

5,18,859 

32,366 

5,59,398 

34,844 

558,576 

32,745 

India (Total'Expenditure) 

4,13,47,382 

4,29,84,867 

4,46,82,901 

4,48,29,512 

4,63,20,010 

4,93,71,679 

. , , r 


' Though this table shows a margin on the receipts sides, if we include the receipts from Court Fee Stamps and legal documents, of 
near r one crore, we must remember that t he expenditure given above does not include the rent of Court houses and the pensions of 
Juxlges. Moreover a good deal of Judicial expenditure is included under the Land Revenue Charges which it would be difficult to distinguish 
from administrative expenditure proper. We cannot, therefore, regard the Judicial Department of the Government of India as a source of 
revenue in spite of its showing a credit balance, though, of course the revenue from stamps forms a considerable proportion of the total 
revenues.* 

As regards the Police Expenditure, the following table gives an analysis of the items of receipts and charges under that head. 




----i nf ln dia t the Welby Commission remarked 

Apropos oi the Judicial &c. Expenditure of th nation) i 30 percent. It is without doubt a large amount, but we fed assuredno one 

“ ' i:i>e hcr&aee since 1875-7(5 (apart from \Ve have at the outset to call attention to a fact which distinguishes the chapter of" the* Ccmrt fees 

: ^ in improving the adminlstr ati of Z&SZ have provided without imping any burton** th* central tw pay* ; forth# receipt* fromUu 

" . y . w or t ikj fndi.v. Midget. The increased grants for ^ i^nditure, and the law f!ou rtf of India aro practically self supporting... ...Non-effective 

ai.c charges imve increa^d faster than th*. ih<r lose of e x t pe ,.i 1/ir ge on the taxes, not exceeding probabhr a sum of Ils. 5,00,000. As the Court fees h aVe ^ oen mcreas ng 
exgei.*: not included in that chapter, constituted the eok + r 0 f increase the receipts will ere long bahace the whole expenditure on the service, 
ratio thto the expenditure, it seems probable tiiat at the present rt 
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[terns of Police Receipts 


and charges. 

1911-12 

1912-13 

1913-14 

1914-15 

Receipts. 

Rs. 

Rs. 

Rs. 

Rs. 

1. Municipal Cantonment 





and Town funds 

54,634 

40,995 

40,325 

29,239 

2. Public dept, private 





Companies &, persons 

3,89,859 

6,67,610 

1 5,32,866 

7,86,760 

3. Presidency Police 

3,70,760 

2,36,929 

2,62,918 

2,50,690 

4. Fees, fines etc .. 

7,44,048 

8,03,449 

8*11,531 

7,32,898 

5. Miscellaneous .. 

2,81,764 

» 

2,84,609 

* 3,07,425 

3,19,631 

Total Receipts 

18,41,065 

20,33,292 

19,55,085 

21,19,215 

Police charges. 

1. Presidency Police 

32,72,349 

31,52,481 

33,23,215 

34,68,067 

2. ’ Superintendence 

17,60,656 

16,75,145 

# 

18,24,658 

18,04,875 

3. District Force .. 

4,80,25,570 

4,91,55,704 

5,15,83,956 

5,39,15,479 

4. Govt. Ry. Police 
o. Criminal Investigation 

17,66,637 

17,38,277 

15,87,293 

19,44,646 

Dept. 

18,56,407 

17,94,234 

21,16.907 

24,71.350 

6- Village police 

34,40,571 

33,81,891 

32,99,471 

56,85,800 

7. Special 

85,41,93 L 

85,97,989 

83,89,786 

86,98,648 

8. Cattle Pounds .. 

3,08,969 

3,13,173 

3,06,425 

3,08,898 

9. Miscellaneous .. 

34,497 

40,762 

2,18,694 

2,39,281 

Total India 

6,90,90,687 

6,98,49,656 

7,29,50,405 

7,85,37,019 

Totai 1 Gross Police Hxpondi- 





ditui e (India & England) 

£4,602,977 

£1,658,000 

£4,864,990 

£5,237,008 

The present organisation of the Police in India dates from 1861, when a whole¬ 
sale reform was effected in the organisation* of the whole force. The Commission 
of i860, appointed to investigate the subject of Police organisation recommended 

Hoc, ablishme „t of a purely civil torcc, entrusted with all the civil duties of Police, 
“ “ , “' eKt °“ i ■ “ a, ‘“ fte Police Reform of SirR, Peel, including duties 

of Treasury Ou , rd5 and Escort,. On the general lines indicated by. the Police 

,c 0 t e 'Overnrner., o 1861 , the various Provincial Governments enacted 

he,r own local pohee la n „ llich combi „ cd to ^ c9midcrabk sovi „ g h ty 
nclan . noj ’ x P i n ’ -ure and which were substantially left untouched till the 

. * Police lieioriu was firai --^ 
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Police Reform under Lord Curzon. The Report of the Police Commission appoint¬ 
ed in 1902, was submitted in 1903.* The Government of India defined their policy 


in a Resolution issued in 1905. For the higher grades the commission recommended 
direct appointment, in preference to the prevailing custom of promotion from the 
loweY ranks, to obtain better qualified officers above Head Constables. The entire 
force was to be grouped under three divisions, the first consisting of European 
officers recruited exclusively in England ; the second consisting of a provincial 
service recruited from among the natives and residents of India ; and the last the 
subordinate service totally recruited in India. The recommendatn. -Is for appoint¬ 
ments, grades, and discipline were all accepted in principle. In addition to the 
ordinary police, the commission advocated the institution of a special Criminal 
Investigation Department to take the place of the antiquated Thagi and Dacoity De¬ 
partment. It was meant to investigate crime and detect criminals. It has earned, 
in the course of its brief existence, the unenviable reputation for efficiency, purchased 
at the cost of endless worry to inoffensive individuals suspected of political opinion 
unacceptable in high quarters. By its methods, no less than bv its achievements, 
it challenges comparison with the secret service of tbe Romanoffs; and the people 
in India would probably be not much grieved if it meets with a similar f ate. f For 
the better training of Police officers, special schools were to be instituted i n each 
province. The pay of all ranks was at the same time to be increased,—a minimum 
wage of Rs. 8 to be secured to the lowest constable with increments noted below. 
The recommendations of the commission, though mostly concerned with the Cen¬ 


tral force, embraced nevertheless the village Police agencies,' winch were to be 
improved. Reforms were also suggested in procedure such as the investigation 
of evidence on the spot, discontinuance of detention without arrest, discouragement 
°f obtaining concessions. 


The Royal Commission on the Public Services in India reporting in 191 
made some recommendations of a minor character affecting the pay, pension 
and status of police officers in India. We shall discuss in the next section ti 
most widely contested question of the number of Indians occupying the superic 
posts in this as in the other departments. We may here only observe that oi 
. ^ ( ^ 1111 mber of 1358 posts carrying a salary of Rs. 200 per mensem or moi 

rapidly ° r ^°‘ ss ono ^ r( i were held by Indians; and the proporbio 

5 QQ nUn,s h :ls t he salary was increased, being 5 per cent in carryiii 
--- OI ulor e <md about 1 per cent in post j iqg Rs 1 (),,<) or mox 

^ i riie recominon«i« ^ ~ — -. - - - --— ——- 

“ tlle were made ilndcr l27 head* am Sumnmrised nbo 
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‘lie pay of the ranks can scarcely be described, under the present conditions of 
famine prices, as a living wage.* And it may be doubted if even in 1905 when the 
changes were made the increase could have been said to provide a decent standard 
of living. The low pay of the police has been repeatedly alleged to be a reason of 
inefficiency, of venality of the Indian Police; but every increase that, has been 
sanctioned has-been swallowed to a large extent by the superior European or 
Anglo-Indian establishment. The Commission of 1916, though urged to recommend 
a further increased all round, did not, however, feel justified in accepting the 
proposal. 


The police force as a whole, in spite of repeated attempts at improvements, 
is not yet above suspicion both as regards the honesty of its dealings and the 
efficiency of its service. The people do not look upon the Police as their natural 
protectors, and they cannot do so as long as the police permit or countenance, 
even if they themselves do not originate and manufacture, the fabrication of 
evidence on a scale exposed by the political trials before Sir Lawrence Jenkins 
in Bengal. 


“ The taint of its earliest antecedents”—wrate tho Government of India “still affects the 
morals of the lower ranks; the constable has inherited the reputation if not tho methods 

of the Barkandaz. The reconstruction of the Police is, indeed, merely a stop, 

towards the improvement of the administration of criminal justice in India. Suocess in 
that higher aim will depend not only on the qualifications, and training' of the force but 
even more on the honest co-operation of the people themselves in the work of reform; on 
the adoption of higher ethical standards, on the diffusion of general education, and espe¬ 
cially in its primary branches; on tho growth of a genuine public spirit and a sense of com¬ 
mon good, and most of all perhaps on the adoption of action in the discouragement by a 
more healthy and courageous public opinion, of the vicious practice of resorting to the 
machinery of criminal courts in order to gratify personal animosity.” 1 


The whole of this condemnation and aspiration may be adopted if it were ap- 
r-Ued to the entire Police force, high or low. The unfortunate consciousness, grow¬ 


ing rapidly, <>f the Police force as a bulwark of the alien bureaucracy, tends to 
widen the gulf bet wee u the rulers and the ruled, and render impossible the indis¬ 
pensable ^o-opeuation. The only way to cure this radical evil is to resuscitate and 
utilise on a much larger scale the local police agency. Police expenditure, along 
with police organisation and control, ought to be transferred entirely to local self- 
governing bodies. The Government of India would considerably relieve their 
Exchequer by this means without impairing the efficiency of the force, especially 
jf they retain ihe light of supervision and offer the temptation of a substantial 
subsidy to be distributed according to efficiency J 


Sbr le ,° f Pny ‘U he 


Countable 
Head Constable 
Sub* Inspector 
Inspectors 
Deputy Supdfc. 


}0 to 12 p.m. 

15 to 20 .. 

50 to lou „ 

ISO Xo 250 „ 
250 to 300 „ 


Asstt. Supdt. fla. 300 to 600 p.m. 

Dist.Supdt- . 700 to l,2oo 

py. Inspector General.. .. 1*600 to i.soo „ 

__ Inspector General .. „ 2,000 to 3,000 „ 

t Under^^ Material progress. Quotation from Government Resolution. 

JiAiutrf m«nt *n local Govnmmnntu S!2? operation tin? recommendation to transfer the entire Police 

Department- *0,, v effect to. Butin view of thujitsw financial urran«cments the 

prospects of the 9* India being able to offer substantial inducement*? to provincial authorises 

fo Improve their Ponce organisation seem, to say the least, gloomy in tho extreme. 


\ 
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In addition to the ordinary police, a force of nearly 20,000 military police is 
maintained even now, which can be placed at the disposal oi the Central 
and Provincial Governments in case of need to offer immediate protection to the 
Executive. It is to-day employed chiefly in the yet unsettled districts of Burma 
Assam and the. North-West Frontier Province. Organised on a military basis 
it can guarantee all the protection that can be demanded. Besides i n the last 
resort, the Government can always rely on the Army to maintain internal order 
to prevent rebellion, to ward off invasion. 

Jail Administration in India was governed by recommendations made by the 
Jail Commission of 1889, but the subject is once more under investigation by a com¬ 
mission so that remarks' on that head would be out of place. The sources of ’ ‘1 
receipts and Expenditure are detailed in the subjoined table. 


JAIL RECEIPTS AND CHARGES. 


Receipts. 

Sale proceeds of Jail manufactures 
Convict Receipts 
Miscellaneous 

Total Rs. ... 
Charge 

Jail Manufactures 
Other Charges 
Convict ,, 

Miscellaneous 


1014-is 


Total Rs. 


Net Exp. on Jails. 


1909-10 1910-11 1011-12 1912-13 * 1913- 14 

29,77,749 30,51,670 32,09,018 34,83,340 37,30,595 3s 04 41 

2,03,217 3,11,929 3,33,955 3,40,938 3,89,235 3,55^07 

2,11,358 2,03,262 1,97,342 2,26,659 2,00,890 2*27*78* 

. 34,52,324 35,60,867 38,00,315 40,50,937 43,26,720 

20,96,464 21,31,550 23,37,825 22,38,875 37,52,084 27,74 03fl 

90,73,435 89,55,738 86,94,240 92,58,200 1;03,73,791 lO f 7$o,*161 

10,234,87 10,78,524 10,01,477 15,89,958 10,12,205 17,14,220 

2,876 2,444 7,444 6,288 2,512 2,970 

. 1,27.90,202 1,27,68,250 1,24,40,986;i,30,93,327 1,47,41,192 552,91,3^5 
93,83,938 92,01,389 88,40,671 90,42,390 1,04,14,466 1,08,23 


If we consider the Jail department independently by itself, it Would a -> 
that the expenditure is greater than the receipts of the department, p . 
are employed within the walls of the jails, but- sometimes outside worl- • t0nvi< 
as for example when large gangs of convicts v.- ! in b • la allowt 

canal in the Punjab. Jail products are manufactured i n t i , the Jhel1 

to the Jails The prim iplc governing th e ,, 1 le Workshops attach 

requires the task to be penal and industri ou ' ° V ' Uent °* Prisoners and' convic 
lent specimens of Indian Art. Though j tti ^ , gh oft en jail products are exc 
“ .calcs tie circumstances would ad,„i, '" du »Wea are conducted on as la, 
no, interfere or comps., with the *o see that Jail prod, 

Ji " ! Produots * re >»P'y utilised by , he ‘ local traders. To sec, 

verumeu, such „ prin.bg, tenfmalciug, or ot . “c 

Hie report of the recent Jail commission will , ' 

tions of Jail organisation, discipline, industry & c . P r °na»nce on <ju< 

conceivably alter accordingly. !>!I " lc P oli '' may (.u, 

13 
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XIX.—GENERAL ADMINISTRATIVE CHARGES, 

Our second head comprises expenditure on General Administration. The 
remarks made. in a previous section with public expenditure in general apply with 
special significance here. The tendency to increase noticeable in connection with 
Public Expenditure generally occurs here also, and is explained on the ground of 
an increase in population, and a change in the conception'of the functions of the 
State We are discussing separately in the next chapter public expenditure for 
purposes of Moral and Material Development ; we shall therefore postpone dis¬ 
cussion of the latter factor. And as regards the first mentioned grpuncl, increase 
in population by itself would, at most, justify only a proportionate increase in 
Expenditure, even if we make no-allowance for the possible economies due to large 
scale operations. Besides, leaving out of account for the moment the consideration 
of a change in the duties of the State, the test of regulating the expenditure 
by the available income must be' applied here, if anywhere, in Public 
Finance.* 




Under this heading of Expenditure On General Administration we include also 
the cost of collecting Revenues and the cost of Civil Administration. 

As regards the cost of collection the fact must be borne in mind that several 
important items of Public Revenues—e.g. the receipts from all the Public Services 
and Monopolies ought to be excluded before we can make any valid comparison, f 
And a proper appreciation of the proportion that the cost of collection ought to 


* The above grouping Is not quite in accordance with the classification adopted Jn the Accounts of lie* 
Venue and Finance of the Government of India, which contains one general head called ** Civil salaries and 
Expenses " lumping together a number of iucongrous items. We have given reasons elsewhere. explaining 
why we cannot adopt this classification. Under - Civil Expenditure ° the Welby Commission has in¬ 


ti mled:— 


We cannot adopt this classification as the group is too hetero¬ 
genous and the various items arc really governed by different, 
often radically different, principles oi public policy. We con¬ 
sider the whole of Lite debt charges in a separate chapter to give 
the tullcr treatment which tlie various kinds of the Public Debt 
of India demand. <;oniinerclal services im* I tiding Poet 0 

_ _ _ . and Irrigation are mueli bettet Ul*<*uh cd in Mu- chapter dealing with Developmental 

Expenditure, as .Jo<, Civil Buildings, ami Hoad . Education. R< elosiugMe^jii. Medical and scientific charges 
Included in the al»ovc group- Mint Printing uml i-GRlonury. »•>>. fall, under our arrangement, under (3) De* 
trilrcnmental Expenditure. The other charges under group (b) are discussed h 


Interest charges on debt. 
Collection ol Revenue. 

Co ■*. ol Civil Administration. 
Civil Buildings and Jtouda 
Miscellaneous CHll Expenditure. 


Telegraphs, 


vetapmentul Expendttur 
nt sub-sectiona 

e 


l in this chapter but under diffor- 


f pi Welby Commission (31ajority Report.) 1ms apparently considered without discrimination the 
t J , Jiprtion along with other charges for General Civil Administration. On this the Minority Report 
gesxorcoiic «»n le use of the term " Net Revenue “ to mean reveuue less cost of collection, as 


cJiarges for . rvp , : 



bio.i;.- or iciurn . ,. fi rta^n cognate set -off under the head of interest on money temporarily borrowed. 
The t'w'‘'.Till, i.V, ting the revenue includes a huge part of the salaries of Government officers and such ex* 

pcmlin'm ahmiid riot, be withdrawn from a general purview of an increase in expenditure j .. • • •. 

Obvioiwlv pm !i iiddirional cost of collection ii treated as a set off to revenue ruised conceals the true rate of 

incr >as.* in i he revenue.and wouw ,jrln g about an actual understatement of the increase in, the revenue 

during a given period. 

There are other serious objections to deducting the so-called cost of collecting the revennFin order to 
ascertain the sr.-r diyU net lovcnue. ( J) The allocation 0 / charges hot ween the cost of collecting the revenue 
and Civil Administration has varied from time to time. (2) The amounts charged to wllectiom of RevenUc 
are not regarded as correct by some authorities (3) These charges do not include the furlough and the non- 
effective charge** ot the revenue service. Tiiey are therefore incomplete in. themselves mid do npt Represent 
accurately wTiat they profess to be (para 42). 

They also point out the error underlying the Majority remarks that Opium Revenue U ordinary revenue 
V5ilel The late >Ir- liokhalc inahtedWtt and again on a »rorni. ot the 

net revenue of commercial undertakings of the Government of India. with- 

local'fund* and *im"» r other changes Home changes wore madf ' j i 1 , , Financial statement of joQO-mif 
g “'J„ See Jila Speech on tlie Budget In tile Imperial Council an«| the - 
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Year. 


■JDcjfcal Tax 
Revenue. 


Cost of 
Collection 

£ 

1860-61 3,235,714 
1870-71 3,659,800 

18S0-S1 3,990,005 

Rs. . . —.. 

1890-91 4,82,53,500 48,80,2(5,290 10. 

£ ;; ' £ 

1900-91 3,804,547 39,319,1(57 9 

1911 -12 6,383,531 45,696,778 14 

1916-17 5,435,454 . 


P. C. 


£ 

31,770,769 
36,296,098 
41,568,041 
Rs. 


10-4 % 
10 ,, 
9.5 „ 


4a,oao, iio « 
54,864.241 10 


99 - . 
bear to the total revenues could be obtained only, if we ? nake a due allowance for 
the various kinds of taxes and the deferent principles' on which each is based. 
It.\yo.uId perhaps be better if we postpone this discussion to the chapter relating 
to the Tax-Revenues. Here we must call attention to the following facts:— = 

(a) The table appended herewith shows the growth in the cost of collection 
of Revenues and its percentage to the ioftil to revenues. 

I'his table shows the cost of collec¬ 
tion to be averaging 10% of the total 
revenues. In the figures selected 
we have included the land' revenue, 

Opium and Forests Re- 
venue, as these ca „ scare j, y bo ^ 

1>rOP "' the' cost 

o collection we ha, e also omitted the 

1 elmtds and Dra w bacl : 8 , 

descnbed .n the Government odudil 
Accounts as "Direct demands 
venues.” If these were included the proportion would be very considerably increased 
They amount to a million and a half sterling and would raise the proportion to 
about 1 5% As against this the proportion of the l ost of collection of Customs and 

Excise and Income Tax and other 
direct taxes in tjic United Kingdom 
is relatively insignificant, being less 
than 3% on an average. This 
relatively high cost of collection has 
been explained on the ground-part!v 
of the large ‘ize of the country 0VQr 
which the revenue has fco v r>c collect t • 
Beside 0 , the items like t!\ e 1 ' a 
Its from a very large number 0 f t 

-—---relatively high. But even . u ' x ‘ pa * yers ’ 

due allowances lite fact remains that the tax n il a ttey making all 

GbVerhnieht of India is relatively much’moie costl *i " ^ mae l*‘nerv of the 

* ,,thani » England. 

We have pointed out already i n a t) • 

arising in the Welby Commission on the ^nee/erf opinion 

mg the actual cost of collection. Leaving a'id"f th ^^T«*nt- 

wtoch has now become of second rate imp ort *»"*» of Opium Revenue, 

majority of the Welby Commission would exclude may notico here that the 

and expenditure in connection with the Forests "° liaye doile ~-t he Revenue 

and the cost of collecting them have been iueUdeT b* Registl ' atiou 

Native States which cost vety little to collect' have bLTcZT^ ^ 

^exuded. I he greatest 


UNITED KINGDOM. 


Year, 


1890 91 
1900*01 
1911-12 
1913-14 


Total Tax 
Revenues. 

73,u77,000 

109*562,000 

174,642,000 

146,700,000 


Cost of 
Customs & 
Inland Reve. 
nue. 

2,643,447 

2.834,000 

3,919,000 

4,200,000 


Percent 
age of 
2 to 3 

3*5% 
2.6 
2.2 ,, 
2.9 „ 


revenue are collect id m miall amount 
which makes the cost of collection 
due allowan 
Government 


difficulty, however, in this connection is the impossibility of ascertaining the total 
charges in each case so long as the Pensions and other Non-effective charges of 
each Department are separately paid. There is, thus, room even now for a dif¬ 
ference of opinion almost on the same lines that divided the Welby Commission. 
It would add to the clearness of financial exposition if the total charges in connec¬ 
tion with each revenue collecting Department were placed under that department. 
The following table shows the various items of the cost of collection under each 
revenue bead for 1914-15. 


Land Revenue Expen¬ 

Rs. 

Salt Expenditure. 

Rs. 

diture. 

Crores. 


Crores. 

District Adm. charges 

. 2.64 

Establishment 

. .37 

Survey & settlement 

. .79 

Manufacture and 


Directorate 

.06 

Excavation 

.05 

District charges 

Govt. Estates 

. 1.42 

. -11 

Purchase & Freight. 

. .10 



Collection Commission 

District and Village officers 

.24 

Total .. 

,53 

allowances 

.59 

* 


Other charges 

. 0019 

• 


Total ., 

. 5.87' 

I 




Excise, Provincial Rates, Customs and Assessed Taxes charges consist of a 
single item, charges for collection. A good portion of the charges under the Land 
Revenue is really of a judicial character. 

Ai regards Expenditure on General Administration the item so described in 
the Accounts of the Government of India includes : 


1. 

2, 

3a 

U 

o* 


1014-15 


Salaries of Viceroys, Governors 
Uent. Governors, Chief Comnds* 


rB , 

staff and household charges, 
r Fund ( abolished us a 
rate iteiu since 1912). 

: ive Councils 

ry Secretariat ( Govt, of 

luci Public works Secre- 

♦ * 


iu. 

13,20.498 
20,38,811 


1C09,732 
4,10,005 

4,01,082 

79,80,8q2 


It will be observed from the table 
given in the Margin that the 4i General 
Administration ” account contains 
a number of items i which under 
our clasification ought to have been 
grouped separately. We may regard 


♦ Details. 

Legislative Dept. 
Finance Dept, 
yil Finance- 
Home Dept, 
i^ducation Dent. 
Foreign Dol. 
Kev. <V Agric. 
Com. Indus. 
Translator 
j\ W. U. 

KvUtfd. 


£ 

. 2-10,553 
- 416,842 
• 161,157 
. 353.342 
. 277,201 
. 756,686 
. 240,300 
. 400,951 
7,407 
. 370.133 
, 67,398 
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Tour charges. 

Revenue Bd. and Financial 
Commissioners. 
Commissioners. 

Inspcctors-G eneral. 

Land Records Director, 

Civil Accountant office. 

Paper Currency office. 
Presidency Bank Allowance. 

16. Local Fund office. 

17. Reserve Treasuries, 

18 Administration charges 

England ♦ £ 


It. 

12 . 

13. 

i* 


in 


7,21,008 

12,74,670 

20,00,654 

1,26,126 

40,570 

46,41,372 

8,10,059 

3,82,870 

71,492 

33,270 

4,07,090 

3,07,23,570 


charges 


the General administration 
as synonymoiis with the total civil 
salaries and expenses in order to make 
our discussion more intelligible. Un¬ 
der that interpretation this account 
shows an inevitable tendency to con- 
Total £ 20,48,238 3,07,23,570 stant growth, due chiefly to (1) the 

accession of territory ( 2 ) the increase of Population and (3) the multiplication of 
Departments. Among the chief territorial additions to the Indian Empire may be 
mentioned Burma in 1886-7 and the N. W. Frontier Province in 1900-01 j* The 
data with regard to the population before the Mutinity are very imperfect 
but the following table gives a view of Civil Expenditure and population from 
1871. f 
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Year. 

Population: Br. 
India. 

£ 

Civil Adm. 
Expenditure 
£ 

While population increa 
between. 

1871 

.. 185,163,435 

14,318,943 

1871-881 by 70 / 

1881 

.. 198,882,817 

15,083,036 

1881-1891 „ 11 % 

1891 

1901 

. . 221,240,836 
.. 231,605,940 

18,900,464 

13.814.848 

1891-1900 „ 5 % 

1911 

1917 

1916 

244,605,940 

21,384,989 

24,495,502 

1901-1911 „ 5.5% 


- • Details. 

Secretary of State 

Vhder Secretarv 
Council <fce. .. 
uome Establishments 
Salaries &c. 

Allowance to Bank of England 


£ 

148,000 


50,432 

60,044 



w 

UJ91-2 

1892-3 

1803- 4 

1804 - 5 

1805- 0 


Rs. 

„ 63,10,000 
2,00,87,000 
2,01,88,000 
-ffig,28,000 
!•; 10.000 
Hf.-.’fOOO 

}'f“*u .000 

l’nl , So * n °0 

1 , 2 ®‘§ 8,100 

7 


• -hew province* » n 


Year. 

1901-02 

1002-03 

1903- 04 

1904- 05 
1005-06 

1906- 07 

1907- OS 

1908- O0 
1900-10 

1010 -li 

OU -12 

1912-13 

013.14 

1014-15 

Total 


rrovince- 

Revenue. Expenditure. DcQeit. 


1,829,547 
;L159,357 
4,235,806 
4,273,815 
4,243,607 
4,013,119 
4,664988 
4,026,673 
4 792,703 
4,067,428 
4,014,420 
6.116,188 
•*>,089,797 
6.164,912 


3,162,022 
7 020,026 
8,179,864 
8,421,089 
S,95S.02S 
8,187,412 
8,326,010 
9.475,476 
943.613 
10,213,529 
10,386,177 
11,803,870 

12.696,201 


634,301 
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The Civil Expenditure increase between:— 


1871-81 by 5 % 

1881-91 „ 26 % 

1891-1901 „ 11 % 

1901-11 „ 60 % 

1911-16 „ 15 % 


* 


/ 




Under this heading of General Administration may also be included charge 
of the’ Indian office.' On the analogy of the charges of the Colonial* 'Office, iis well 
as on grounds of political justice, Indian Public opinion has consistently’objected 
to those charges being included in the Indian Budget. In themselves the total 
charges of the India office are insignificant; but we may hear point out an objection 
based on principles of public finance. Such charges, being outside the-jurisdic¬ 
tion of the Government of the country on whose account they are incurred, are 
incapable of being controlled by that Government. And when, as happens in this 
case, the distant spending body is constitutionally a superior authority to the 
supreme governing authority within the country, the possibility of control becomes 
still more remote. Even if the entire expenditure of India were theoretically 
placed under the control of the representatives of the Indian people, this .item of 
India office charges would frustrate the efforts of the Indian representatives to 
control them. The only effective as well as logical solution is to place the India 
office expenditure on the British estimates and the suggestion has in principle 
been adopted by the Montague-Chelmsford proposals for constitutional refornis 


in India.*)* 



As under this general heading we propose tu review Civil Administrative EX- 
penditure in general, it would not be out of place to say a few words as regards the 
Civil Service of India. It would be impossible to give a historical sketch, however^ 
brief, of the evolution of the system of public service in India under the British 
Rule. Suffice it here to say that it is the direct descendant of the Covenanted 
Service organised by Lord Cornwallis for the East India Company in 1793 and sys¬ 
tematised by the Indian Civil Service Act of 1861. Appointments in this service, 
enjoying a practical, if not a legally seemed, monopoly of all the superior adminis¬ 
trative, executives and judicial posts, were originally made by selection* orpat- 
ronage of the Directors of the East India Company. But since 1854 the com¬ 
petitive principle has been accepted for making first appointments, and at the pre 
sent tinTe by far the largest-proportion of fhe-service is thus recruited on the fee 

♦During the War anti after departments and posts have been multiplied with almost criminal reck 1 
ne.-s and iacli ffcrence* On the financial Hide, therefore, the .Reforms wlU prove a curse to India If the repr 
natives of the people relax one jot of their vigilance or abate ono lota of their criticism. it wjnfld.bo o 
able if the new Indian ministers prove too Ignorant or incompetent to - lurnk and « ve 

roneau subordinates. The latter have now no Incentive to economy, or even to carefulne,*, as not 
esprit dc corps is to be affected. ^ IndW ha* to bo. 

, See para 294- of the Report on Indian (^stltutional autf -such oi tub oiuwium 

writ* if the newly created ilitfh OomuU^loiwnv tAw - Trade 
arc not included in tW Britlafi BUUget. 
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of a competitive public examination of a prescribed standard.* The principle of 
selection by examination once accepted in the premier seryice, was soon extended 
to other departments which require specialised training, and which are outside the 
purview of the Indian Civil Service, and they are now manned bv officers the 
superior ranks of whom are composed of men selected after a public competi¬ 
tive test.j Since the Report of the Public Service Commissioner of 1887 
presided over by Sir Ch. Aitchison, the Public Service of India in almost every 
Department has been organised into 3 Divisions: ( 1 ) the Imperial branch 
consisting of men holding all the highest posts and recruited after a competi¬ 
tive examination commonly held in England; ( 2 ) the Provincial branch consisting 
of men holding appointments specially reserved for that purpose under the 
authority of the Act 1870, and appointed by Local Governments under rules 
made for the purpose and (3) the Subordinate branch consisting of low paid 
appointments chiefly- of clerical or lower ministerial grades. 

The one most commonly heard complaint against this system of public 
service is that in the superior branches of the service Indians find a very small 
share. The following figures show the proportion of Indians (including- Statu¬ 
tory Native of India) to Europeans and Anglo-Indians in the Public Service on 
April 1913 J 


Total number of posts with Be. 200 p. m. or over 11,004 

Of these English and Anglo-Indians held 0,491 or 52 % 

-*- f - - Indians and Anglo-Indians held 4,573 or 48 %. 


Of posts carrying 

Rs. 200-300 

English 

12% 

Indians 6, % A-1- 

24.% 

•• ( ‘ t> 

300-400 

1 II 

10 % 

.. 62% 

19 % 

• . ' f 3 t J , 

400-500 

II 

36% 

49 % „ 

15% 

1, »» 

500-000 

II 

58% 

31 % „ 

11% 

II p 

600-tOO 

ft 

54 % 

36 % „ 

10% 

it »> 

700-800 

II 

78% 

»* 14 % n 

8% 

»» >» 

800-900 

)> 

73% 

21% „ 

6 % 

»» »» 

—1- 

900-1000 

It 

02% 

>> 4 % „ 

4%, 


of the the ia J? M governed by the Act of 1861 and 1870, and the order* 

was an. ' r«ii i ut .°i Illdl S pas ? cd on t ie recommendations of tf he Aitchison Commission. The whole subject 

W Sot yet b a£ l y . t £? ya , 1 Uonmaission which reported ill 1910, but in all departments orders on which 
SiM-mfnr*, Pa^ed dual. 1 he act. oi 191a may also be mentioned, as it gave powers to the 

It thl» Kwt i,t furtiiin cnActdiii) (>lrciimu,n..A n r. 


Secretary of sta passed nnal. The act oi 1915 may also be mentioned, as it gave pc J 

The r s R haii dl *Pense Examination test in certain specified elrcuinstances, 

public Servants. lne ’ amo °8 other things, the conditions of pay allowances, leave, pensions Ac. of the 

ts. lll ° 8pecIfic competitive public examination is observed, or dispensed with in the following dopart- 

TYt* _ . . 


tnents 


xnuian Civil 

5* io!!^ lNUdlc * 1 Service 


3. 

4. 

5. 


Civil Vet. 

Customs Dept. 

Education T 

Factory and Boiler Inspec- 
tion Dept* 

Fin 


1. * ith “Bjtamin*tion. Departments without nn Examination Tost. 

-• Forest Department 1- Agriculture Mud* A Assay Dept. 

J* Indian Civil .Servlc* -. Civil Vet. 10 

a t—- - —-12. Bengal Pilot Servlco. 

13. Post Office. 

14. P. W.l) 
lo. Railway l) 0 pt. 
lo. .Registration Dept- 

«■' Wrafflas* 

15 : tESL1JS»&£ 

-it of Uie*Hta!tas 
superior poat* (7ov 

uncations, are nevertheless prescribed and realK ’V w ‘ P* a spe- 

ment3, the nature oi the service renders an examination ffiP 0 , int menta chu bn^ 01 V uun- 

t Ttetam Iwprtat, ^.vtucUl ,K "‘ 

but only to dixlerouceb in rank^ ami emoluments- 0 ho reference to udmiuistrative position 


Military Finance Dept. 
Geological Survey Dept 
hand Records Dopt. 

10 . 
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Poat3 on and under 1,000 Europeans and Anglo-Indians held 52. % 

Posts on and under 1,000 Indians and Anglo-Indians held 48 % 

Posts on and 1,000 or over^Europeana and Anglo-Indians 92 % 

Posts on and 1,000 or over Indians and Anglo-Indians held. 8 % 
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The total pay of posts held by Europeans .. 

„ ,, „ Anglo-Indians 

„ „ < ,, Indians 

•* 

..Rs. 45,68,085 

.. „ 6,20,591 

.. „ 16,95,730 


: 4u.v 

The average pay of posts held by Europeans 

. , 

. . Ra. 933 


» » ; 

„ „ „ Anglo-Indians 


.. „ 390 



,, ,, ,, Indians .. 


.. „ 371 



of 414 posts of Us. 1,000-1*200 

English held 

339 Aug. I. 24 Indians 

51 


„ 204 „ „ 1,200-1,400 

,, 

295 

■a 28 ,, 

41 


„ 111 „ „ 1,600-1,800 

,» 

97 

»» t a 

10 


„ 183 „ „ 1,800-2,000 

>, 

173 

ft 1 n 

99 


„ 230 „ „ 2,000*2,500 

>» 

219 

a 4 „ 

77 


„ 13 „ „ 2,500-3,000 

»> 

131 

it it 

98 


t, 33 ,, 3,000*3,500 


32 

it it 



„ 25 „ „ 3,500-4,000 


25 

»> • • ,, 

.. 


„ 39 „ ,, 4,000 & more 

,1 

39 




In 1887 Posts on less than 1,000 p. 

in. English <fc Anglo Indians had 62 ( 

Vo 


In 1887 Posts on more than 1,000 p. m. English and Anglo-Indians had 

98% 

2% 

In~1897 Posts on under „ 


, 

9 9) 

08 % 

42% 

In 1897 Posts on over „ 

a 


) 99 

95 % 

5 % 

In 19P3 Posts on under „ 

»> 


• f> 

57% 

43 % 

In 1913 Post3 on over „ 

it 

>1 

> >1 

93% 

7% 


Thjis inordinately large proportion of an alien element in the Public Service 
of the Country naturally calls for criticism. It may have had in the past a his¬ 
torical explanation. But to-day it can claim neither political nor economic justi¬ 
fication. When the East India Company was struggling for existence or build- 
in vr u)> its empire one can understand the necessity of employing men of its own 
1< Oi all re ponaible or important posts. But under the Government of the Bri¬ 
tish Cr0wn the exclusion of Indians from the Public Service indicates a distrust 
of the Indian people, which is unwarranted by the professions of belief in Indian 
loyalty by the highest British statesmen, unjustified by the record of Indians in 
the last two generations. In the days of the East India Company, and perhaps 
in the earlier years of direct administration, the relatively backward state 
of Indians in education, and their want of familiarity with Europeans methods 
of administration, offered some excuse for their exclusion from superior adminis¬ 
trative employment. But this admission does not imply that Indians were lack¬ 
ing in statesmenship, or even administrative talent. Their record in that respect 
in the Pre British era, and even under the British regime, whenever they had scope 
and opportunities, is too clear to permit of such an insinuation. With the 
progress of education, with the 'growing assimilation of European political 
philosophy, and with the increasing familiarity with the English administrative 
system the old explanation for exclusion loses suc h slight justification as it evCl * 
had. 
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At the present time the case for the greater employment of Indian* in tlit 
Indian Public Service is not only supported by political expediency, but by econo* 
mic necessity as well.* 
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Whenever a European takes the place of an Indian in the Public Service 
without the clearest necessity being proved, he does not merely displace an Indian 
lie causes ah economic loss to the country. The European would require a propor¬ 
tionately higher salary than an Indian, and all the possible saving from that high 
salary will be taken away from the country when the European retires to his own 
country. This deprives the Indian Industries to that extent of the necessary capi¬ 
tal. All the amounts paid to a European Public Servant of India by way of Pen¬ 
sion after his retirement, are also, a dead loss to the country. As was repeatedly 
urged by the spokesmen of the Indian public opinion before the Welby* Commis¬ 
sion, the significance of the loss to India is not to be measured merely by the amount 
actually paid in Pensions or Salaries, but by the disadvantage caused to Indian 
industrial prosperity for want of such surplus capital. Small in itself, the amount 
of remittances by active public servants, and of pensions to the retired ones, going 
to England adds to the wealth of that country at the expense of this ; and permits 
that surplus English wealth to return for re-investment in India, thereby perpetuat¬ 
ing the economic slavery of India. It is a common misap rehension m the minds 
of the Anglo-Indian critics of Indian public opinion to interpret the above senti 
ment as being hostile to the investment of foreign capital in India. Such in\ est 
ments are unavoidable, and must, in fact, be attracted so long as the undeveloped 
Indian industries need them. What the Indian public opinion objects to is not the 
investment of Foreign capital as such ;nor even so much to the tribute levied by the 
capitalist, though that is of a sufficiently crushing character to call forth protest. 
The objection is directed really towards the exclusion 6f Indians from posts of 
directors and managers in industries financed by foreign capital. Under the 
present arrangements, moreover, such industries are by no means certain oi being 
operated in the national Indian interest. And above all, the treatment of labour 
engaged in such industries, as shown by more than one historic dispute between 


the Tea-planters and their coolies in Assam, is a disgrace to any civilised country. 
We suffered silently or ineffectually because the governing class had the mystic 
mpathy of the race with the planters, and no such sympathy with their labourers. 
loe°i 1 P; ,j allel ° f Japan and U. S. A., borrowing foreign capital to develope 
calm , UStn ? ,ioeS not h °H5 for while in Japafi and in America- the capitalist 
must be employed ' * & 1eyon< l the legitimate economic return to capital, which 

National interest in *** C ° ntro1 of the State b y ihc citi2eh3 ° f that Sta te ia.the 
—-capitalist, investing in India, i 3 couaidered 

which 

b n L ch service and to what 9*tent ahouUi appoint,] nontTbJ t JJJ\*■ V 1 ' to ^ J uikod 

pi 
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a philanthropist whom it would not do to displease, on whom, 
therefore, the State control is shadowy, and to whom is left unquestioned the 
supreme control and management of the industries. * 

While the old causes which necessiatated the employment of Europeans have 
weakened or disappeared, new forces have developed making it eminent injudi¬ 
cious to employ Europeans. They have no knowledge of the habits and sentiments, 
of the language and literature, of the religion and philosophy of the people they are 
iict to govern in India j'j* while an Indian — particularly an educated Indian has an 
instinctive superiority over a European in all these respects. The want of sym¬ 
pathy in Indian Administration, noticed and complained of by even the King- 
Emperor himself, is all the more accentuated by the growth in recent years of a keen 
sentiment of Indian Nationalism. At one time the European Official was expected' 
—not without reason to be an impartial judge between the conflicting claims of 
Hindus and Moslems. But the new nationalism has weakened the old racial animo- 
sity in India. The perception of a common political servitude has reconciled the 
Hindu to the Moslem and their co-operation and mutual sympathy assured by 
this greatest of all bonds. The English official has lost his old claim to impartia¬ 
lity, if he really ever had any. He is becoming a party in a racial struggle, a re¬ 
presentative of a greedy minority with vested interests, all the more resentful 
of any attack on his privileges, because he cannot help believing they are unjust. 

. And, finally the class of Englishmen which now furnishes the bulk of the Indian 
Public Servants is a class of failures. The obvious disadvantages of service in India 
would not tempt men from England so long as they have any chance of reason¬ 
able employment at Home, or in the colonies with their kindred. Competitive 
examinations for Public Service have too many advantages not to allow us to notice 
this one particular disadvantage; that under the competitive system India has 
obtained a decidedly lower class of Public Servant than was the case under 
the India Company, or than is the case tinder a similar system in England 

to-day. The modem English official, whether soured by the Indian curry or climate, 
is unquestionably more greedy, more short-tempered, more hostile to Indians 
than his predecessor of 50 years ago, and much les* able or intelligent than his 
confrere not only in European countries, but also in India. Wanting in ability, 
intelligence, impartiality or sympathy* there is now absolutely no case for any 
employment of Europeans in the superior administrative posts of India. 

The question may, indeed, be raised at this stage as to why, if Indians have no 
stich inferiority compared to Europeans, they should not have obtained admission 






larly by^8 iPellet 6tC ^ a ° S exam ,toatlon of Mr. G. K. Gokliale before the Welby Commission, particu* 

in qu^riu’^o/bt^rs.^bv u^ferlj^temntl rei } 1,:, ly defect of a want of knowledge of the local language 

by no n I ( ! >ri ^ S 10 for a T llriny a pledge of Indian language 
soo; tS 5 000 for each anguaae in , Proportion to the amount of prizes offered, which range 

from It,- oOOto j.wuy* ™ forJr hS' u ?' 1 A < a rule th* European's command of an Indian languago 
would m U an Iad an 10 a , £1 hoy blugh f or shame if ) l0 rf)U ld not- show a better extent of acquain¬ 
tance with 1 n ^ 1 i-i >il fJf rir P ^ i 1 ^ Beside? the knowledge of the omcial is transitory, the know¬ 

ledge of the Indian student permanent. 1 he former Is content with a lew slang words to swear at his servant* 
or subordinate^; the latter Jg a type widen frequently develops into a Surendra Nath Bann^rjl, a Bavindra- 
nafch Tagore or a Sarojmi rmidu, 




to tbe Publlc Service at least in those branches where appointments are conditional 
upon a satisfactory examination test. The answer is that the place where the exa¬ 
minations are held, and the conditions of residence and study, throw an insur¬ 
mountable obstacle in the way of the majority of Indians. If Indians are to be 
admitted in the Public Service, the examinations must be held in India or appoint¬ 
ments made directly in India. The real explanation is that the Government of 
India have not shown any anxiety to secure and safeguard the just claims of In 
dians in respect of the Public Service in India. They have deliberately formulat¬ 
ed, or patiently submitted to conditions winch inevitably, inexorably, result in 
the practical exclusion of Indians. 

Another complaint of a financial kind against the Civil Administrative E 
diture of India is that the Indian Government pays disproportionately hi h^sala 
ries for very ordinary services. With the possible exception of Judicial Office^ 
all other civil offices are better paid in India than even in England, where 
the scale of official salaries compares most favourably with the correspond- 
offices in other European countries.* Considering the wealth of India as 
a nation the salaries cannot but appear extravagantly high. There was 
indeed some justification to fix these salaries relatively high when the Indian 
Civil Service was originally instituted. Conditions of life in India, when 
the English Civilian had to live away from his kith and kin, among a people 
entirely unknown and unintelligible to him, were so hard as to demand a 
‘ isonable compensation, not so much because of the ardousness of the work de¬ 
manded of hi m but because of the privations suffered by him. There was also the 
and not less important—motive in fixing the salaries at a relatively high 
lres - the desire to place the public servant beyond want and temptation. The 
wallv X ^ S ^ 1G C01u P an y s public servants were too recent not to influence Corn- 
moti ^ a< ^ v * 3ers * n hxing the salaries. At the present time howeVer these 
beenootlied^° an ^ Qr non “ exiyten t. The hardships of an Indian career have 
que ? t the dovelo P ment <> f rapid means of communications, fre- 

of-the advanced sect ion *'at ^ ^ gr ° wing we ? terrdsation in outward habits 
Englishman remains an\ n ° u ^ Indlan P eo P le -’ It is of course still true that the 
liarities of the Indian people asl Iud ' an societ y—' as P ucb b y the social peou- 
Uut that is no longer a factor * 1 /,*/® race ^ogance of tlie Englishman hjmself. 
::;: s r h the i ° thec m6 , fciv e of ^L°? gUt to be specially compensated for. And 
t.w ffc” Q^i* mOQ ° poljf of ! ^scn i !! ,J | UeSty in P ubbc service English men 

English’ Officers are^now^noTunl rUlUoura ^ ^ ^ 

% of political officers f, ft. $££ 

iue rsatue states, leaves .... . Ilfcl0al service, consist- 

™‘>tob. deai[ediurertitud(i 
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^ot motives and propriety of methods. It may be that were a very searching 
inquiry instituted in the fortunes of retiring Indian Political Residents the owners 
may not be able to account for all their wealth on a satisfactory basis.* Ihe sale of 
'titles, the grant of industrial concessions, and of contracts in the Public works or 
Military supply Departmentf, to mention only a few of the cases about which ru¬ 
mour has been busy of late, have been known before now to offer temptations to 
otherwise able men to remain in relatively subordinate but more lucrative posts. 
In any case the plea can no longer be maintained that the salaries paid by the 
government of India ore nothing but a reasonable reward at market rates for the 
services rendered. The legend of the unrivalled efficiency of the Indian Civil Ser¬ 
vice held the field so long as the members of that service were the only vocal people 
to advertise their own “ Corps d’Elite. ” If we compare the efficiency of the 
Indian Civil Service with that of the other great bureaucracy in the world— the 
Prussian Civil service — we can not but admit that for sheer efficiency in work for 
mere administrative results the Indian service would be nowhere. And yet the 
scale of salary in the Prussian service was much lower. Besides, for the kind of 
work that the average Indian Civilian turns out the average educated Indian 
woald be equally competent. Except in the highest posts much of the work is 
of a routine character — at once the bane and the salvation of a common place 
civilian ; and it would be taxing too much the credulity of an intelligent public to 
say that Such a kind of mechanical work could not be performed as well by two men 
of similar education—one of whom is white and the other coloured. Skin has no 
relation to efficiency, • much less to intellectual eminence. Work of precisely 
similar character is done by Indians in admittedly the best governed Native states 
at relatively much cheaper rates. 

As is often the case in top-heavy structures the high salaries at the top are 
purchased at the cost of miserably low salaries in the clerical branch of the 


• l Ho ^owth of direct Intercourse of the Indian rfrlnces with the highest governing authorities is steadily 
reducing thin grave v andal. But the fact that In cases of dispiutes between the Indian States and the 


as the I ml inn States are not admitted to therighU commonly accorded toYndepmdent^ 

■swass sewssar “ •** «• m •*« &* wssras. w as 

t The scandals of War profiteering by persons in Government corvid i i* • 

Investigation into the present holdings of every one connected wfth s i"' p - v j lnc rcdtbl e . A rigorous 

went, the various controlling agencies, the ports and S 1 « rmf/' 1llll ^ ry Supply and Transport Uopart- 
Ught event? compared to which the old list Ind"a^scanfaU wSh etc. would bring to 

1 b t tuu at the present the Indian willingly navs fi,p ■ v V 1 l i *?c 'nsigmflcant. The only dUference 

Indian brother. The author knows several instances orS 3 KhV° bb ? ,‘ n t le hope of raulctin 8 fur . ,h . er 
the lirst instance a military contractor sold several thVimnn h W 0 f ch . ol <* ones may here be appended. In 
»t its. 35 per tin, and the authorities concerned 'i 1 -,YYTA n , f ns 01 8 hee for the use of the army at Quetta, 
tnandtng discovered that the ghee in e.uh t n w'w ,l, o the gke , us satisfactory. At Quetta the officer con * 
in each case. The tins were then returned « , Sf r oufc a c ™ pl ° 01 ln ° les deep, and below was rotten 

& «* ttdharwsgg 


flr f T Zt'inc* not to mention Hip inno, i . uie nec resu,fc was that.the Tax-Payer lost ks. 
jjjjt S Munthm the to fchp Inr?!! • i , c ^ argeS irom Karachi to Quetta and back ; and again 
without couatg fiur . nL d i? n A 80 5 e rs from the consumption of such ghee: which was 

untit for the 0 i *urope n t oops at Quetta. Kor obvious reusons the names of the nartles in tj 
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Public service. Labour of this description in Government departments has never 
[ its claims seriously or sympathetically considered. They lack organisation ; they 
accustomed to a wretchedly low standard of life; they are wanting in ambi¬ 
tion. Consequently every Royal Commission* that has been appointed to investi¬ 
gate into the grievances of the public services—every reform that has been suggest" 
ed or carried out in consequence has had reference to the superior posts onl ~ % 
most urgent reform, therefore, next to the abolition of the colour dVhT 
in the Indian Public service, is the improvement of salaries of the s 1* r ^ 
officers in Government departments at the present time drawing SU or mate 
from Rs. 25 a month to Rs. 200. Such a suggestion runs a great risk Yu 
shelved, of course with every show of sympathy, on the perennial , Y ! T* 8 
insufficiency of funds. Curiously enough, funds have always been w? “ 
whenever complaints have been made about the inadequacy of the 1 ' i (>oullu g 
Witness for example the Exchange Compensation Allow,*** „ ranr “! Salaries - 
ties of the last century in spite of a chrome insufficiency. Xhe ed lQ the mne- 
the pay of the British soldier in India added nearly a miUi on mcrease in 

the Budget of India without a murmer of protest from the I ndian a ^ Ua %. to 

ter ; while a strike of the postmen in the City of Bombay, living under 
of the most notorious rise in rents and prices, failed most ignominiousY” C * itiona 
if their demands had been granted in to the postal Budget i n Bombav Y l) ° Cause 
been increased by about 5,000 rupees a month.f That our suggestion W ° Ul<1 have 
laughed at or shelved as impracticable, we append below a soheniet * Ua " n °^ 
a graduated reduction of the higher salaries would afford all th» + UU< * er w bich 

___ - ec °nomics desired 

• A—Accordlns to the Publlp service commission report (19 16 ) thenTirr'~~~—— U 

• 1040 "ere in j Ulo , — 

lls. 


had its 
are 


l poets with salaries between 
t 


Rs. 

500/000 
000/700 
700/800 
800/000 
000/1000 
1000/1200 
1200/1400 
1100 /loot) 
lOOp/1800 
1800/2000 
- 000/2500 
2500/3000 


reduce lo % ni °htl\ly aale. 
u /0 05,700 

32,640 


20 % 


25 % 


40,875 
33,520 
27,360 
02,100 
72,800 
00,500 
3.3,300 
04,050 
103,500 
' 105,500 
33,000 
35,000 
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>r making an increase in the pay of the lower paid members of the public service.. 
We proceed in that scheme on the general principle that no official salary, with 
the exception of the Viceroy, Governors, Chief Judges, and Commander-in-Chief, 
should exceed Rs. 50,000 a year; that all salaries between Rs. 200 and 500 a month 


should be left untouched; while salaries over five hundred a month should be 
taxed or reduced at a graduated rate of from 10 % to 50 % as the amount of the • 
salary increaseses. The salary of the Viceroy should be reduced to £10,000 or 
Rs. 1,50,000 a year ; of the Governors to £7,500 or Rs. 80,000 to 1,00,000 a year ; 
of the Chief Justices to Rs.50,000 to 60,000 a year; and of the Commandor-in- 
Chief to Rs. 50,000 a year. The household and other allowances now granted to 
the Viceroy and Governors are excessive and ought to be considerably reduced : 
while the great scandal of Travelling Allowances to high officers, with such a large 
amount of public Railways belonging to the state, ought to be finally ended by a 
system of passes on Railways. The total saving thus made would exceed 
Rs. 1,50,00,000 a year a sum more than enough to add 100 per cent, to salaries 
below Rs. 50 a month, and 50 % to 75 % to salaries between 100 and 200 amonth 


A TABLE OF THE CHIEF INDIAN SALARIES. 


Office. Annual Pay. 


Rs. 

Viceroy 

2,50,800 

Private Secy, to Vicy. 

24,000 

Military „ 

18,000 

Surgeon 

14,000 

Commander-in-Chief 

1 ,00,000 

„ Mill. Secy. . 

18,000 

6 Members Vocy. Council 


(each 

80,000 

3 Secy. Govt, of India 

48,000 

b y> )» 

42,000 

Educational Oomrnr. 

30/35,000 

Comp-Auditor Genl. 

54,000 

Controller of Cur. 

36/42,000 

2 Acct. Genl. 

33,000 

3 „ » (Class II, 

30,000 

4 ,, „ » HI* 

27,000 

Salt C.ommr. 

30,000 

Director Genl. of Posts and 


Telegraphs .. 

42/48,000 

Past Master General 

30,000 

2 ,, „ 

27,000 

$ » 

24,000 

4 n » . -* 

21,000 


Office* Annual Pay. 

Rs. 

Director, Geological survy. 24,000 

2 Dy. Secy. Govt, of India 27,000 

” ’> „ .. • 24,000 

Supdt. of Port Blair .. 30/36,000 

Chief Commr. of Delhi .. 36,000 

Director, Criminal Intelli¬ 
gence .. .. 36,000 

Inspector Genl. Forests .. 31,800 

Survey Gcnl. .. .... 36 00() 

Chief Inspec. Mines .. 21/24,800 

Director Genl. Medical 

service • • • • 36,000 

12 Magistrates and Collec¬ 

tors 1st Grade .. 27,000 

13 Mag. and Collars 2nd 

Grade .. ., 21,000 

14 Ditto 3rd Grade .. 18,000 

17 Jt. Mag. & Dy. Coirs. 

1st Grade .... .. 10,000 

17 Ditto 2nd Grade. . 8,400 

Asst. Mag. & Coirs. 4,800 6,000 

3 Dist. & Sessions Judges 

1st Grade .. .. 36,000 

13 Ditto 2nd Grade 3 ^°°° 






21 Ditto 3rd Grade 

24,000 

1 Chief Judge Presidency 
city of small causes.. 

24/30,000 

4 Judges 

12/13,600 

15,600 and 

16,800 

1 Advocate General 

48,000 

1 Solicitor to Govt. 

60,000 

1 Registrar High Court .. 

20,400 

1 Insptr. Genl. Police 

30/36,000 

1 Directr. of Public Ins¬ 
tructions 

24/30,000 

Sanitary Commr. 

24/30,000 

Director Genl. Archclogy 

20,400 

Adm. Genl. Bengal. 

24,000 

Director Genl. Commercial 
Int. 

24,000 

„ Ind. Obcr. . . 

18/24,000 

Controller Stationery 

18,27,000 

3 Presidency Governors .. 

1 , 20,000 

3 Private Secy, to „ 

18,000 

3 Surgeons 

’ 12,000 

3 Military Secy. .. 

12,00 

IIishop Calcutta 

4 45,977 

„ Bombay .. 

25,000 

„ Madras 

25,000 

Chief Justice Bengal 

72,000 

Other chief justice (3 

Vo ,000 

33 Puisne Judges High 
Courts 

48,000 

2 Chief J. Chief Courts .. 

48,000 

8 Judges Chief courts ’.. 

42,000 

6 Political Residents 1 
class 

48,000 

b Political Rests. 11 .class 

33,000 

Pol. Officers on time scale 
5,400 

28,800 

Bengal. 

3 Members of Council 

64,000 

1 Member Board of Rev. 

45,000 

5 Commrs. of Divisions 

35,000 

1 Chief Secy, to Govt. 

45,000 

3 Secy, to Govt. 

33,000 


211 


Office. 


<SL 


Annual p a y. 

Rs. 


3 Under Secy, to Govt. 

1 Excise Commr. 

1 Chairman Corporation of 

Calcutta 

* Dy. Ditto 
f Collector of customs 

Assam. 

* Chief Commr. 

^ ^ommrs. 

^c-toCUefCo^. 

».'• Commr. i M Gr>(J) 

7 ” 2nd Grade 

, ” 3rd Grade 

4 Asst. Commrs. i s t 

4 » » 2 nd 

■ ’’ ” 3rd. Js g 

2 Under Sec. to Chief Conn- 

1 Dist. & Sessions Judge 
1 Insp. Genl. Police 9 

1 Db. of Public Instructions 15 /is'oon 
1 Dir. of Land Records. & 

Agriculture 

1 Excise Commissioner 

United Provinces of Agra 
and Oudh. 


12,000 

21,000 

30,000 

12/18,000 

30,000 

V ^ 

56,000 
33,000 
18/21,000 
27,000 
21,600 
18,000 
10,800 
8,000 
^>400/6,ooo 
12,000 
30,000 
27,000 


18,000 

18,000 


1 lA. Governor 

1 Se °y. to Govt. 

2 Members „( Ba of B. " ' °“' w0 
2 Sooy- to Uovt °' P<!veM ' 42.000 

ofRw •• 2 <>/22,000 
nder-Secy. top n 

1 Privy « n Wt - • • 

Oovorni' 10 "- 11 -^ 

i’***’',? 

1 „ °3 I,Wl, l Reco,,) 

Beh « & Orissa. 

1 Lt. Governor 

3M c/C»‘ ^v. 


*> 00,000 
36,000 


22,000 

12,000 

18,000 
27,000 
18,000 
18‘000 


1 . 00,000 
60,000 











1 Member of the Bd. of 

Rs. 

Revenue 

42,000 

1 Chief Secy to Govt. 

36,000 

2 Sec. „ 

27,000 

3 Under Sec. „ 

12,000 

5 Commrs. „ . 

35,00° 

10 Magistrates and Collec¬ 
tors 1st Grade 

27,000 

11 Ditto 2nd Grade .. 

21,600 

12 „ 3rd Grade 

18,000 

11 Jt. Mag. & Dy. Coirs. 
1 st Grade 

10,300 

10 Ditto 2nd Grade 

8,400 

Asst Mag. and Cols 4.800/600/) 

2 Dist. and Sessions Judges 
1 st Grade 

36,000 

5 Ditto 2nd Grade ' 

30,000 

6 Ditto 3rd Grade 

24,000 

1 Commr. of Excise s$lt .. 

17,280 

1 Director of Land Bds. of 
Surveys 

31,600 

1 Director of Agriculture.. 

18,000 

1 Insp. Genl. Police 

30,36,000 

1 Dir. of Pub. Instns. 

24,000 

Punjab. 

1 Lt. Governor 

1 , 00,000 

1 Chief Secy, to Govt. 

36,000 

2 Secy, to Govt. 18,000 

21,000 

2 Under Secy, to Govt. .. 

12,000 

1 Under Secy. Police Dept, 
and Insp. Genl. of Police 

. 30,000 

1 Under Secy. Educational 
Depart. .. • • 

24,000 

2 Fin. Commrs. 

42,000 

2 Secy, to Fin. Commission- 
ners 10,800 and 

8,400 

5 Commissioners 

33,000 

14 Dy. Commrs. 1 st Grade. 

27,000 

14 „ 2nd „ 

21/600 

14 ’ „ 3rd „ 

18,000 


Rs. 

14 Asst. Coramrs. 1st,, 

14 „ 2nd,, 

39 „ 3rd,, 

2 Divisional Judges 1st Grd. 

4 ,, 2nd Grade 

6 „ 3rd „ 

10 „ 4th £ , 

10 Dist J udges 
1 Sub Judge and Judge 
Small Cause Court Simla 
1 Registrar of the Court .. • 

1 Legal Rem embrancer .. 

1 Insp. Genl. of Police 
1 Director of Public Inst¬ 
ructions 

Burma. 


] Lt. Governor .. •. 1,00,000 

2 Chief Secy, to Govt. .. 36,000 

2 Secretaries .. • • 21,600 

2 Under Secretaries .. 6,000 

1 Ssst. Spcretary .. .. 6,000 

] Financial Commr. .. 42,000 

9 Commrs. of divisions .. 35,000 

1 Commr. for Kumsson .. 30,000 

1 Opium Agent .. .. 30/36,000 

19 Mag. & Coirs. 1st ftr. 27,000 

17 „ 2 nd Or. 22,000 

4 Dy. Commrs. 1 st Grd. .. 22,000 

16 „ o 2 nd Grd. 20,000 

15 Jt. Mag. 1 st Grade .. 12,000 

8 Asst. Commrs. 1st Grade 9,600 

21 Jt. Mag. & Asst. Commrs 

2nd Grade .. .. 8,400 


Asst. do. do. 4,800/6,000 

3 Dy. Commrs. Kumaon . 

1 City Mag. Lucknow 
1 Supdt. Debra Dun . .. 

1 Judicial Commr. 

2 Additional J ud. Commr. 


10,800 

8,400 

6,000 

33,000 

30,000 

27,000 

21,600 

18,600 

15,000 
15,000 
24,000 . ' 

24,000 

24,000 


12,18,000 
12,000 
. 18,000 
42,0.00 

40,000 
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•Office. 


Annual Pay- 
Rs. 


2 Pist & Sessions Judges 
1st Grade 

7 „ . 2nd Grade 

7 3rd Grade 

10 „ 4th Grade 

5 „ 5th Grade 

1 Registrar High Court . . 
1 Insp. Genl. of Police . . 
1 Dir. of Public Instns. .. 

8 District Judges 

11 Registrar Chief Court . 

Lower Burma. 

1 Govt. Advocate 

Central Provinces. 


30,000 
30,000 
27,000. 
22,000 
20,000 
19,200 
. 30/36,000 
24,000 
18.0C0 
8 400 

.18/ 21,000 


* \ 


1 Chief Commissioner .. 

] Financial Commr. 

5 Commissioners of Divisions 
13 I)y. Commrs. 1st Class 

13 ,, 2n d 

14 ,, 3rd „ 

10 Asst. Commrs. 1st ,, 

, l 10- „ 2nd „ 

3rd >, 

1 Judicial Commr. J- 

2 Additional Jud- Commrs. 

4 Divisional and ties.' Judges 

14,800 18,240 

2 Hist. & Se*.‘Judges 14,800/20,4(X) 
1 insp. Gcnl of Police. .27/33,000 
1 Director of Public Instns. 18/24*000 


62,000 
42,000 
33,000 
27,000 
21,600 
18,000 
10,800 
8,400 
1,800/6,000 
42,000 
, . 36,000 


Madras. 

2 Members of Council 
1 First Member Bd. ol Rev. 
1 First Member Bd. of Rev. 
1 Second ,, ,, 

1 Third „ 

1 Fourth „ „ .. 

1 Chief Sect, to Govt. 

I Rev. Secy, to Govt. 

1 Secy, to Govj: , . 

Id 


64,000 
45,000 
45,000 
12,000 
36,000, 
36,000 
<45,000 
36,000 
, 30,0)0 


Office. 


Annual Pay. 


<SL 


Rs. 

18,000 

12,000 


1 Private Secy. 1 to Governor 

2 Under Secy, to Govt: .. 

1 Secy-, to Commrs. of Land 

Rev - •• -.16/ 21,600 
I Secy, to Cotamrs.’of Salt 18/ 21,600 
22 Dist. & Ses. Judges .. 24 / 36 0^0 

1 Registrar High Court .. 18/ 21,600 
1 Ad. General 
1 Govt. Solicitor 
1 Chlef Tudge Small C. Ct 

1 Commr. of Coorg. 21,600/ 

1 Dy. Dir. of Land Record* 

1 Secy, to Fin. Commr. 

1 Dir. of Agriculture t 
8 Commrs. of Divisions 
12 Dy. Commrs. 1st Grade 
H » 2nd „ 

15 » 3rcl' 

12 Asst. Coin mrsl st 

13 » 2hvl 

10 » 3rd 

52 » 4th 

1 Judicial Commr. 

2 Div. .1, 

1 ” 2 nd „ . 

> W- .. 

“ ' » 4th 

3 liters of Council • *’ 

Chief Secy, to Govt, 

1 8 ecy to Govt. 

1 Secy to Govt. ’ ’ 

Private 8 feC) V t ‘\ 

‘2 Under ^ t ! UoVflta * ^MOO 

1 In »P- Genl f • • 15 > 000 

1 1 iisp o rlsous 21,600/24,000 

4 cl 1 ° f PWUCC 

uen -,f Divisions . .38/42,000 

45,000 
36,000 


\ l 


I 


^ udges 1st Grade .. 


21,600 
13,200 
24,000 
24,000 

33.600 

33,000 
19,000 
12,000 

21.600 
33,000 
27,000 
21,600 
18,000 
12,000 

8,400 
7,200 
5 ,400/6,000 
42.000 
S3,000 

30,000 
27,000 
21,600 
64,000 
45,000 
37,500 

at),oo. 


Ames. 0 f 

1 ( ’ 0Ui mr. i u Sind 
1 Muni 


cipal Commr. Bombay 


•U| 






/Office. 


Annual Pay. 

Rs. 


13 Senior Collectors .. 27,900 

15 Junior ,, .. 21,600 

9 Asst. Collectors 1st Grade 14,000 

17 „ 2nd Grade 10,800 

18 „ 3rd Grade 8,400 

„ 4th Grade 4,800/6,000 

1 Collector in Sind . .. 21,600 

1 Insp. Genl. of Police . .30/ 3G,000 


2 Collectors 1st Grade 

30,000 

14 „ 2nd „ 

27,000 

1 President Corporation 
Madras 

20,820 

6 Collectors 3rd Grade .. 

21,600 

17 Sub.-Collectors and .Jt. 
Magistrate 1st Grade 

14,400 

16 Ditto 2nJ Grade .. 

10,800 

16 Ditto 3rd Grade .. 

8,400 

Asst. CoIIrs. & Magistrates1803/6,030 

i Dir. of Public Instn. 

24/30,000 

I Asst. Co n nr. in Sind .. 

13,200 

1 Judicial Commr. in Sind 

• 12,000 

2 Additional Jud. Commrs. 


in Sind 

36,000 


Office. Annual Pay. 

Rs. 

3 Dist. & Ses. Judges 1 Gr. | 30,000 
6 Dist. „ 2nd Gr. 27,000 
11 „ „ 3rd Gr. 21,600 

Prothonotary A Registrar 

High Court .. 20,400/24,000 


1 Administrator Genl. ami 


Official Trustee . .21/ 

30,000 

1 Registrar High Court .. 

20,400 

1 Chief Judge Small C. Ct. 

24,000 

1 Remembrancer of Legal 

affairs. 

30,000 

1 Govt. Solicitor 

30,000 

1 Advocate General 

24,000 

1 Agent to the Governor in 

Kathiawar 

36,00(0 

1 Resdt. and Senior Politi- 

cal Agent 

27,000 


27 Political Officers on time 
scale pay 

5,400/10,200* 11,100/ 23,400 
1 Director of Public In¬ 
struction .. .. 24/30,000 


The last explanation that ought to be noticed as regards the cost of Civil Ad- 
mini;! ration in India is the multiplication of departments. * Apart from the great 
crop oi departments and controllers demanded by the exiirem ies of the Great War, 
Lord jizson’s administration was conspicuous for addition to the number of 
public departments e.g. the creation of the Commerce and Industry Department 
of the Government of India, the institution of the Railway Board Ac. Hi s a j so 


was the period for a wide spread revision of pay of the superior officers if not of 
the whole superior staff of many a department under the excuse of the need for 
increased efficiency. We have already examined the degree to : which the Indian 
Civil .service can maintain this claim to efficiency relatively to the other great 
bureaucracies of the world ; and here we need only add that apart, from the adver¬ 
tising of the membeis of that service itself, the claim to efficiency can be only sus¬ 
tained if a comparison is instituted with the corrupt systems of Public service in 
European countries in the eighteenth century, or with, the disgraceful system of 


♦ YY v have already noticed the /act that the It formB are from this point of view a co»Uy prlvileg* 
ill t any ne/e inataine only tne audition to tlie Executive Connells in the PnwdendetJ of 2 extra member* 
u pioportioxiate curredponding increase id the Secretariat, the addition of paid President* for the 
J.cig»lativv council* an<J tlia increase of Traveling allowance*>‘ uM 
Id HU3- i I Sslarie* and cjponics of Civil Department* were 2? <-“>'» in ar ' 

42 ciotc*- or an increase in 7 years erf 55p*rc^nt- 
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public asrvlce in somo of the N'utivc States of India to-day, which olfer a concern- 
ent foil to show ofY the excellence of the British Administration such as it is • and 
for that purpose perhaps this otherwise intolerable nuisance is maintained by 
the guarantee of the British armed force. 

XX.—POLITICAL CHARGES OF THE GOVERNMENT OF INDIA. 

The political charges of the Government of India in the official Accounts include 
the following items 


•OS 


~FT 
(1901-2) 
(Lacs). 

1905-6 

1910-1 

hi 

■ i . 

1914-16 

Rs. 


•• 


38.00 

* 

45.77 

46.83 

49.89 

17.58 

5.99 

1.20 

1.15 

7.34 

7.37 

34.91 

1.39 

38.27 

2.65 

1.19 

5.75 

5.95 

' 8.83 
37.17 
2.4$ 
49.49 
3.90 
1.62 
5.31 

.49 

i , „ 

12.34 

36.74 

2.79 

22.06 

3.60 

1.74 

4.70 

13.73 



3.58 

3.02 

5.74 
£ 24,742 

6.42 
£ 5,534 

6'. 39 
£ 5,01ft 

1.6S 
6.73 | 

. £587,491 

£ 943,440 £ 

1.095^470 £ 

£ 23,975 
1> 123,385 


Political Agents 
Diplomatic Consular charges 
X. W. Frontier 
Tibet Frontier 
Political Subsidies 
Entertainment of Chiefs 
Durbar presents and allowano 
Refuge.s and state prisoners .. 
Special Political charges 
Imperial service troops 
Lighting and buoying Gulf Persia 
Other charges 
Charges in England 
Total Political charges T 


But according to the classification adopted by ua 
the total of the items which may fairly be described as d ° not exhaust 

items we would add to this heading the Political P (Mlsi P ° htlcal Among other 
by the Government of India and the allowances Und ° U ' ^ dances granted 
states. The Legislative Council charges should' also . tfeati <* to some Native 
hand the. income from Tributes being purely 0 f a .. ? 1,lclu <led. On the other 
deducted before we can arrive at the net political 1 ° ' chara ctor should be 
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Year. 

Political 

Exp. 

Legis. 

Ii6 

Pol. 

Pensions* 

Durbar 

Chargesf 

Tributes 

^Tet • 
charges*. 

1890-0 

£ 721,836 

£ 9,858 

£ 277,010 

£ 13,167 

£615,028 

406,848 

1900-1 

...537,491 

10,672 

279,314 

13,870 

577,823 

263,525 

1901-2 

687,074 

9,998 

264,371 

13,929 

503,545 

391,827 

1902-3 

819,466 

12,673 

270,605 

15,453 

613,715 

504,682 

1903-4 

'702,570 

11,656 

257,469 

12,800 

609,086 

375,409 

1904-5 

790,339 

10,425 

218,381 

12,933 

633,844 

428,234 

1905-6 

943,410 

11,536 

246,660 

11,463 

697,430 . 

518,875 

1906-7 

1,060,034 

11,509 

235,646 

13,785 

600,986 

665,888 

1907-8 

796,105 

12,016 

248,944 

15,835 

584,020 

488,430 

1908-9 

1,007,512 

12,601 

242,755 

16,637 

589,636 

690,579 

1909-0 

875,127 

13,705 

233,586 

14,917 

588,307 

549,008 

1910-1 

1,095,470 

13,921 

• 236,006 

17,535 

607,447 

755,485 

1911-2 

968,158 

14,442 

227,061 

14,093 

505,005 

628,749 

1912-3 

1,005,923 

15,038 

219,409 

, , 

623,542 

616,818 

1913-4 

1,159,190 

15,137 

220,720 

4 , 

616,851 

,778,166 

1914-5 

1,123,335 

16,437 

203,621 

, , 

609,827 

738,666 

1915-6 

1,168,027 

8,334 

219,075 

« • V 

609,128 

786*108 

1916-7 

1,282,443 

10,297 

207,963 


612,429 

888,271 

1917-8 

2,092,269 

11,45.9 

200,273 


597,670 

1,706,331 

1918-19 

2,65 V 69 

12,592 

185,224 


594,354 

.2 257,331 

B.K. 1919 20 2,118,100 

13,000 

209,500 


626,000 

1,744,700 

R.E. 1920-21 1,906,400 

13,000 

206,000 


616,309 

1,509,600 


Owing to the splitting up of these small charges, a proper study of the Politi¬ 
cal expenditure of the Government of India becomes difficult. \Ve have already 
referred to the plan of the Wei by Corfu nissiou which discussed Political charges 
under the general heading of Defence. But the items enumerated above are 
essentially of a Civil administrative nature, particularly the largest item of Inditfri 
Political Agency charges. This is not so much for maintaining International 
delations with the Indians states (if one may so describe the relations subsisting 
in India) as for keeping up to a certain degree of efficiency in the Administration 
of portions of India not directly under British rule. 


The Political agents in the Indian States are not Ambassadors’'but 
Adviseis. The. Government of India has no anxiety for maintaining 
fu/ouraoie econo me or political doctrines i n tire Native States, since the 


♦ The Territory and Political Pensions Include the allow auces to tlii 


i. and tnj Mzamut laniiiy m lirugaJ, Garnntie ami I’uniore ntipeiKib in Madras, Sind lvnsious hi Boml*u> 
.'ind miscellaneous PeoftJons and ciurlfcablu allow.* imxm continued by the pr.-vut Uritlah Government u > •* 
heritage from tne indigenous Governments tiuw h. ve repined- A* relatively lower ponKlorifc .ire regrnnW d 
heirs of a deceased original pensioner tills is a diminishing charge. 

t Tho Darbar charges in this tabic are taken Iroln' «» 
ly thoy are not quite the aaiuo ;w tba Coronation Duroar charts o« or nw luli 


te dispossessed Oudh Family in U- 
M<w‘ — - . 









«7 k 4 'j 

moat considerable of thorn have no economic independency in internal matters 
whereby the British interests might conceivably be endangered. The standard 
of Administrative efficiency or excellence is vague; but such as it is the Sovereign 
power expects the Feu da tori ea to conform to it. As there can be no departure in 
any important question without a previous reference to, and perhaps approval 
of, the British Indian Government, the analogy of Diplomatic Relations with the 
independent states of the civilised world breaks down. On the other hand if v.e 
look to the Tributes paid by the States to the Paramount Government they seem 
to be more akin to military subsidies as a sort of an insurance against external 
aggression and internal Revolution.* 9 qannot compare tbe present day Indian 
Political Tributes either to military exactions by a conqueror, or to tbe Matricular 
contributions paid by the constituent States of the German Empire to the Imperial 
Government. The tributes do not meet th.. whole of the Indian Political Expen¬ 
diture ; but for that reason we cannot describe the total .political expenditure as a 
tax on British India. In the event of the federal idea being realised : i u the event 
of the United states of India becoming an accomplished fact, it is ^ “ 

that this branch of public revenue and expenditme may disapp ear alt ,, 
to be replaced by proportional contributions from the constituent states and , ” 
Vinces for the maintenance of the Central Government. t As it i* Wo t f 0 ' 
both the revenue and the expenditme on tins head as in a class by itself which* 
would be impossible to judge by any known standards of public Finance. ' 


U 


The items of Political Expenditure ; such as Durbar charges, entertain o 
Rulers a >ys &C. arc to a large extent the result of af prevailing 

honsion of the Indian outiobk on this point. The Indian traditions 
rule are supposed to be more fully carried out by these periodical h PerSonal 
medieval pageantry. If we look only to the. few wealthy Indians intent 
hunting of the most gh+Mquc description there would perhaps"To 
truth in the conception of Government by pageantry. J But i{ ^ S ° me 

blind the educated and intelligent, or to satisfy the We . 8 endcd *9 

Durbars fail- most singularly. The educated 1 ndia« ca * ,'\ lndla > 
evitable concomitant of each Durbar pageant—-the Milit-\ p ^ ' , liat the in¬ 

indication of the accepted conception of Government ,u ‘ vl ' ?w '-‘s a sufficient 

class-Government by the Sword. But f or t w ^ ‘ U mind of the ruling 
in England are nwtinged by Military symbolism of Ulu,1at ^°n Durbars, which 
free from the humiliating testimony of a nation's . •?'' k,ntl ’ "onld have been 
the personal rule they are accustomed to was 0ne i ^ As for the masses 
occasions scattered gold and silver coin from fts p.- 1 the on all great 

'm SuS- J nv - v 1 '" I8C ' ‘" d « 


ft* 1 

to 


GiOl 


Muubpeuauii oi the contributions from \u courtituentE.iff , u 'Uch ! '.!u V 

thal tllte Wtciu of Proximal Contilbmuill flwmlniJt 0 .l bi \\ 

feature of Imi.aa Finance. ° UUu na Is mi in tended to lie 

. * Iironiineuce given to the.r^lnquistoont o i titles a , n , lfI , - 1 ° ri ^ Hnc * 

ndoptsd non*coj#q^uoB programme by the indkm .NCvUouaK'una T f’ - < VA Vi'IV ail , d >u tiio r^nn 

such idols of the market place bamboozle auSh people tn *.me rj&nViVr ' V 1 on 01 tho: m ttlwfto 
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janged offenders at liis own sweet will. No one would now advocate the resuscita¬ 
tion of such autocratic Pregoratives, however seldom the Sovereign might be 
visiting his distant dominions. Every one in India now realises that the Corona¬ 
tion Durbars are a heavy burden on the people in which the central figure contr 
butes nothing. The gifts of the ruler come out of the pockets of the^ruled, so that 
the traditional Indian idea of Royal munificence is unrealised. There would be no 
great objection to the periodical holding of the Durbars if the concessions, like 
those announced at the last Delhi Durbar 1911, were to be paid for out of the Civil 


list of His Majesty. \t best, therefore, we can ignore tills item of expenditure as 
being too insignificant to cause serious anxiety, too infrequent to involve a great 
hardship. 



The political expenditure on Territorial or Political Pensions must be explained 
on purely historical grounds. It consists chiefly of allowances to dispossessed 
rulers of annexed Provinces; but their continuation beyond what is absolute^ 
necessary would mean a burden on the people without any corresponding benefit. 
At the present time the net result of such pensions is to maintain in affluence a 
class which never has had, and never can have, any sympathy with the claims of 
Democracy in India. 


Legislative Expenditure, which is not included in the ordinary Acoounts o 
the Government of India under the heading of Political Charges, has its own justi 
fication. The precedent of England demanding voluntary Public Service in Legis¬ 
lative Assemblies was for a long time followed in India. But a system of free 
Political Service has its own defects. The class of Political aspirants is narrow© 1 
down to the relatively rich section of the community ; and representatives selected 
from such a class cannot always be made responsive to public opinion. They 
would have the standpoint of Patrons not of equals. Besides gratuitous Political 
Service by a class economically independent is bound to be amateurish. When wo 
speak of the “Professional Politician’* of this class, the term ahriost always soundp 
tainted. The honorary Professional Politician relics on luck and excels in muddl¬ 
ing through. But the Professional * Politician, the community could obtain 
if the services were properly remunerated,— not excessively— would be specially 
trained and thoroughly competent to handle political problems, to indicate broad 
lines of development as well as to work them when accepted by the Community. 
Excessive remuneration for political Service, we must observe, is likely to be more 
dangerous than the system of honorary sendee, as in the former case jobbery would 
be inevitable and national affairs would be in a worse muddle than ever before. 
In India, before the passing of the Indian Councils Act of 1909, the Indian Norn 
Official members of the Legislative Councils used t to be paid a fixed allowance 
sufficient to meet the travelling expenses and the charges of staying in the Capital 
during the period of Legislative activity.* At the present time the Allowance is 

* Under the old «yslcm thr. allowances were tixed libertUy so that poor mcrobor»; ** r ’ 

Gokhale could make a Jiving out of it without taint or reproof 
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not a fixed sum but a rate of two First Class Tickets for each journey to and from 

the Capital, with Rs. 20 per diem by way of boarding and lodging charges. If the 

object of the change is to secure greater economy we would suggest the introdue 

tion of the system of Railway Passes, available only during the period of le"islati 

activity—and strictly non-transferable,—together with the system of iix"l 1 ^ 

charges. But perhaps the most suitable reform would be payment of ' ' ^ ' 

nual salary to the Councillors to enable them to devote the fullest & 

their legislative and other public duties without a thonn-tt ^ , attC nt * on 

, • r , Ugut Ot private business T„ 

the present system the assumption of honorary public service is i . ' ln 

gether to deny; and, consequently, members cannot always r * n ^ 0SS , e a ' to - 

arc at the same time the Trustees as well as the servants of the p y ?• 

there is nothing in the regulation to prevent Honorary members fr *' ‘^ nc ^ as 

many journeys to and from, as they like, requirements of ycjononn 

often sacrificed than otherwise. * * l * l --t be more 

XXI— PENSION, FURLOUGH AND SUPERANNUATION A([ () 

Under this heading, we shall consider only the Civil p en • 

aa *ons uqj i 

Superannuation Allowances, granted by the Government of Indie eave or 

the Territorial and Political Pensions considered in the preceding a *‘^ e 

and Military Pensions, considered in the Section dealing with Military |<v ^ ect '° u > 
in general. The former is a diminishing quantity ; the latt< r raises s ' x l ,eu ditur'e 
of calculation and apportionment, which need not be imtiorfce 1 ' ^ P r °bleni 3 
section to confuse its general character. ' present 

The subjoined Table shows the growths of the IV. • 

** “nsioii etc ' 

average charge under this heading, as shown by this table h - •’ COai 'g 

to nearly £ 1 million. ri sen rom i i < 


Year. 

1860-61 

1870-71 

1880-81 

1890-91 


1899- 00 

1900- 01 

1901 - 02 

1902- 03 

1903- 01 

1904 - 05 

1905- 06 
190607 

1907- 08 

1908- 09 


Superan¬ 

nuation. 

£ 

582,262 

1,450,763 

1,898,773 

4,678,510 

Receipt* 

2,677,377 

2 , 686 , 687 - 

2,731,113 

2,700,854 

2,831,228 

2,866,126 

2,918,200 

2,955,383 

3,009,461 

3,058,234 


I. \ 
Civil 
Fur¬ 
lough, 
£ 

223,741 


278,183 

245,545 

247,752 

237,065 

230,025 

211,390 

227,072 

243,327 

329,515 

366,780 


a- The 
i Million 


,M "“ I p»y, * U,w Je- Partly 

•setvice rendered in fc J mi ° gmUou of the 

ilutv “f ** *““«. of Mfc- «4 , b0 

»ir: ■*»*-. «t r^i/° ^ 

° “* l «-paye, bMt l ° Ut ot ‘bo pocket 
oxtent a refund of wl cous, blerable 

d “ lll » «*• P«ioa he StaU! ‘IS Wok 

““8We 0W bv ,t ' e «"** of tho 
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1909-10 

3.094,040 

397,81(5 

1910-11 

3,145,885 

395,311 

1911-12 

3,187,420 

425.742 

1912-13 

3,284,319 

412,184 

1913-14 

3,399,487 

451,608 

1914-15 

3,479,734 

360,430 

1915-16 

3>470,283 

235,834 

1916-17 

3,475,700 

252,517 

1917-18 

3,485,193 

182,464 

1918-19 

3,525,200 

140,909 

1919-20 

3,714,(500 

605,000 

1920-21 

3,998,000 * 

1,103,200 


on the total amount accumulated during the 
period of service ; or by regular contribu¬ 
tions. In the absence of a pensions provU 
sion, however made, the State would have to 
pay much higher salaries, sufficient in fact to 
enable the public servaut to make a provision 
for his old age from his own savings. 


To leave each individual public servant to make a provision for his old ago 
would expos deserving public servants to all the caprices of trade depressions and 
financial panics, to the dangers of unwise investment, or undignified penury 
Besides, the State must uphold the model to other private employers in the 
contract of service and must, therefore, solemnly affirm in its own instance the duty 
of the Employer to provide for the servant on retirement. 


In no modern State are public Service Pensions wholly a refund of the amounts 
kept back by the State, or contributed by the official, during the period of active 
Service. 


I he \Velby Commission discussed the Pensions paid by the Indian Govern¬ 
ment under two divisions: Pensions and allowances to officers other than the 
Covenanted Civil Servants, and Pensions to the Civil Servants, their Families 
and Medical Advisers. The Public Services Commission Report (1916) gives 
four classes of Pensions:—()) Compensalion Pensions, awarded to officers dis¬ 
charged after not less than ten years * * 7 service for reasons of a reduction in establish¬ 
ment and the consequent needless ness of their service; f(2) Invalid Pensions, 
awarded to officers retiring after not less than ten years’ service, on account of some 
U'n ii.anent mental or physical infirmity disabling them from active service ; 
(/}) Superannuation Pensions granted to officers retiring or compelled to retire 
at a particular age; (4) Retiring Pensions granted to officers voluntarily retiring 
after completing a prescribed period of qualifying service. Of these the last two 
only deserve any particular notice. 


These pensions are calculated bn the basis of the average emoluments of the 
retiring officer during the three years immediately preceding retirement, and.in 
accordance with a scale of so many sixtieths of such emoluments. Usually, ten 
years’ Service is the minimum service was required ; and the Pension is 10/60 or, 
. 1/0 of the average pay diuing the three preceding years; 15/60 or $ afters 15 
years seivice, 1/3 after 20 years’ service,vand A after 25 years’ service. To prevent 
tiyfhly paid officers securing an unduly large amount of Pension, the rule is laid 
down as to the maximum pension which any individual officer can draw, being 


instance of compensation Pension* granted on rodjotioh of' 

>U8 was in fho early seventies in the W of the Public Work* Oepnrt 


* The most considerable L. 

to officers found to be superfluous 

7 Against thirj ciiargo mitet bo set off the Jteceipte breach case 
^X40#iH>9 wapoctivcly in the accounts of 101b-is. 


amounting to £ and 
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y-o. 5,000/6,000 in the case of non-civilian public servants, £1,000 in the case of 
Civil Servants and some special pensions as in the case Si High Court Jud«es 

£1.200 .. vAnr 


£1,200 a year. 

• The Civil Service Pensions, and the pensions to the families and Medical Ad¬ 
visers of the Civil Service, were originally paid out of Special Funds instituted f 
the purpose. Between 1868 and 1871 Government took over these fund" °i 
. assumed responsibility for these pensions.* TVio r ^ , s anc ^ 

,, * f • f > otal sum taken overby the 

Government Iroiti the various funds amounted to • , 

i . „ ir i- i , eL nme cror ^ of Wes 

but on undertaking the obligation to pay p.-fixed retiring > ,• , 

decided not to maintain these funds separately. \ p art ^ ^ ° n ’. ^ (ir ument 

used to compound the claims of the subscribers to the fund • i ^ ^ ^ unt ^ was 

into the Treasury, and there made available either f or the CU1T * ^ 3 ^ paid 

penditure of the State. As the fund monies, when paid into tlu ex ~ 

not ear-marked to any particular service it would be impossible tc Uasur ^ > Were 


iioi- ear-marsqu to an\ piutu. uiai ocj.vjv'v ai «wutu ut 1, npossible t • 
precision how they were actually employed. It has been calculated j/ v an y 

Office that large sums were advanced during the period from the ^ ^ nr ^ a 

construction of Productive Public Works in India, aniouutiug to a bc i t 
Assuming that this represents the balance of the funds taken over if ^ Uo **©8. 

4 % per annum, yield about Rs. 2S lakhs a year, \yluch ought therefore! to ] , 

ed before wc can arrive at the net Pensions charge of the Government ^ f uc.*t- 

We must take a further deduction for the four per cent, ooutril ' ^ 

isstill made by the Civil Service, the only service in India which dir f ° U 
ed anything towards its Pensions. No separate account is kept t ‘ ( on t x ’ibut> 
tions, so that wc are at a loss to say how much is contributed' in c ^uc- 

in this way. If, however, we take the average pav of . n* ^> XVeu year 

1*500 a month, the 4 % deduction during 25 vears of (Sm .j a k°ut Its. 

Rs. 18,000 wliich at 5% compound interest would < auiollu ^ to about 

yield of Rs. 3,000 a year. This estimate substantially60.000 or a net 
by the latest Public Services Commission to h ave i. ‘ a o l ‘ ees with the one set 
England. 1 muc * e ll } ^ u> -Ua as well as - ln 

We may notice here in passing tlx; recoinn^i,,) , 

Commission, 1916, though it must be added that tlio.-s ol , Public SServic*** 

')'ct fully materialised- With rerluiu speeiUed (<v ' J l ‘ cc f >m toendatiou s have not 
mend:- ' ^ tlons the Cd 


°uuuission recoin 


“ Ail officers should be under the same P 
30 years but those recruited after the age of . n Rules. \it . 
the concession indiouied, (allowed to count ,7 * u the bfc ,,. ; U would serve n * 
over 25 years of age at the time of ioiS ““»• than - ° CS Uot «l shST^ f< 
a reduced Pension after 25 HU^SSaf* * SKA £R 

.*•«*»« . 

~- “ Us o£ fensum, should I 


n^Fuort g to e 'ih t ^ th H c ;\ v ' il ^w 

moistv r a , U ***** » ‘he Service sttbMtlbed from theft 'TU U - ,ut ?*' oitftm ol n ri '« t«m 
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increased, and special additional pension of the amounJt stated should be drawn by th^ 
office noted. A scheme for a general Family Pension Fund, or for separate fowls tor 
different classes of Officers, should bo worked out on a self supporting basis. ’ 



( Paras 87 to !N» of tho Majority Report ). 


In critising the Pension Scheme for the retiring Public Servants of the (<o\ 01 u- 
ment of India no one can take an exception to the duty of the State to make an 
adequate provision for the retirement of its servants. Not to make such allowance 
would induce many a public- s-rvaut to continue in service beyond the period 
when he can be expected at nil to render useful service. Besides, the continua¬ 
tion in service of super-animated officers would inevitably lead to a most, danger- 
ous inefficient'v by promotion being blocked to the more deserving of the young¬ 
er members of the Service. Assuming, t hen, the necessity of such a provision 
the next question is what is an adequate provision for the purpose. The retired 
servant should be guaranteed a reasonable scale of comfort, not. indeed, according 
lo the official scale of living while in Government Service and holding high public 
office, •but in accordance with the prevailing standard of life in the class from which 
the public servant is drawn. This being conceded, the next question would be 
whether or not public servants, should be expected to make any contribution to 
their Pensions. The original Funds being abolished, the Majority of the Public 
Service Commission (J9I6) recommended the abolition of the 4% contribution 
which still prevails in the* Civil Service. But die pica that it is the onl} branch of 
the Public Service expected to make any contribution, and that consequently as a 
matter of justice they should be exempted from making the contribution, does not 
appear to be very strong. If the Civil Service is the only body of Public Servants 
making contributions to their Pensions, they are also the only body for whom the 
highest appointments and other special advantages have been reserved. Besides, 
lie: public contribution towards their pension is also the largest as compared to 
any other department of Public Service. The State has given them specially ad- 
vantage bus terms by way of Exchange Compensation Allowance, and has assumed 
u much larger share of the contribution than was originally intended.* Moreover, 
the Family Pensions granted to the widows uud orphans of deceased Civil Servants 
is also a special concession. Finally, the scale of Indian Civil Service salaries 
is so high, the possibilities of rising to the highest offices are so great, and the 
consequent chances of a greater saving so evident that it does not at all seem a 
hardship to expect this specially favoured body of servants to contribute a 
moiety of their pension themselves. And, if all these arguments are insufficient 
to permit a continuation of the present i % contribution, we would much rather 
sec a similar contribution, levied on the public servants in other branches as well 
than abolish the Civilians contribution. Just as recommendation is made that 
the Family Pension of the public Servants should be organised on a self supporting 


* Originally, tho povoFaroent contribution fws cxdpet*tf. , | to niuoiint 1° ~ , * ou ,J> { * u ^‘ 

yearly 
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basis in all departments, so too should the Pension Charge be made at least partly 
self-supporting. * 

11 . 

* I I ' f 

Before closing this subject it may be pointed out that urtder the present 
rules the net. total service required for qualifying for a maximum Pension is o 1 - 
about 21 years: and taking into consideration the average age at which the P u bli 
Servant joins (lie Service, it leaves a very considerable space of time for him Z 
enjoy his Pension, at the same time turning his superabundant energy to account 
in other directions. 


As regards the leave rules permitting absence from dutie 
service without going into the details of the regulations, we . U ° aL ‘^>o 
there are two kinds of leave:—Short leave called privilege C U 

which the officer may be absent from duties on full pay °{ ur clurin § 

period he has actually served, subject to the maximum of 3 ^ r ^ e 

time being allowed, or a similar leave on full pay granted with / ^ a 
enable the officer to appear for an examination : and the T„ ong L ‘‘ Vlew tu 
on reduced pay and called leave on Furlough or f or reasons' ^ 

The rules as to the maximum in the latter case differ according aii t])e ,° 
joyed in India or outside India. While in Short-Leave no speciiuly ^ ^ ° n ' 
rates of Exchange are allowed, in the case of Long Leave, since 1894 t> Ula ^° 

a TCnfo of Exchange at the rate of Is gd p or ^ ^ ,OVern ' 

he salary. The general principles on whiaft t | u , , l ' U * Kp ’ or a 
(ions of the GoveriJtnent of India Inive been framed proceeds ,,,, , 1 °"° *' e S u la- 

that service in the tropics is specially arduous to European 0(lio ... afWu hiption 

will not. be able to maintain their usual standard of efficiency if f,. tbat tlu '- v 
nities were not provided to enable them periodically- to reemU u °PP«rtu- 

bracing Sima* of &U|. OBccr, ^ W the 

encouraged to take leave as frequently as they ,. an “ ' d diberat*ly 

Officers ; with the result that the Non-effective Char^^ ( ^ ai tlcv1 | larl y tb <J European 

are very considerably enhanced. For an 0 flw 1 10 Clvi1 ^ministration 


ment has allowed 
bonus of 12 % on t 


officer in active duty who is given acting allowance Z ; * thcro be an 

— -- -___ ___ nc ° ranges up to £ 8nn 

t Th- r^rommendAtion made above of levying a . --_ 1 °w per 

obscurity of a ret in .1 life loss prominent and offensive. (lis P»nty bctw^? 8 ^ated the (loUWo fl^gwtion 
Wu have discussed in the Part of this work dealing , m otflclal splendour and the 


scheme 



unheeded. 


" uuUl afto rou^iu^sUn “T tli edU- 
t .The following are the Supcrannu.Uion Fluids wliio* , “ 'n a department 

Subscription to the Military, Military Orphans. and the xo?»" continue vi n 
Subscription to the Civil Funds .. .. ., Me '«cal Vu,.a yleW ‘ 

Subscription under the I.C.S. Family PensionsHeculHti,,. • • 

Lamily subscriptions of Native Member.. .. ' ° nH •• 


nut _ _ 

Contributions for Pensions, Gratuities 

Other receipts. 

Total Receipts in India 
:> it in England ,, 


uiUND TOTAL t 


OB ,800 

12*80 

•IV 

AIM 
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&nntun, or even £1,000 per annum in the case of Indian Civil Servants or 
Military Officers in Civil Employ. There is, therefore, no saving to the 
Government by these rules relating to Leave and Furlough. In fact, there .is 
a decided loss, as the Government has to provide a Reserve of 40% to meet 
the extra pressure of work caused by officers on Leave. For every five officers 
which need be employed, the Government of India has, under these regulations 
to employ seven, the charges of the two extra being entirely or in a large 

degree waste. * 





? As .'jj other branches the Public Services Commission h:i made very liberal rccoiumemh*tious ‘vj c 
^creased facilities or longer leave on higher nav. retaining Hie distinction and differentiations bauvren o«i- 
^rs recruited under the European Rules and allowed longer leave on higher iniy. and (Am under Indig 

Service Rules allowed ahortor—leave on a relatively siunlH*J8JJ toinowsod 

The only recommendation 0 f the Majority which we can accpet is that rehit-n to mcru hoc includes wr 

Leave (Para. 84-86). 





CHAPTER, IV. 




Public Expenditure on Moral and Material Development 


Our 
Moral and 
fir stand- 
health 


XXU. CHARACTER OF SUCH EXPENDITURE. 

c third "roup of Public Expenditure includes, all 0U fi 

nd Material Development of the Community. Cons'll! ° U °! ec ts of the 
md-point, this is the most important branch of PubHele ^ tl,C popu ' 

, comfort, and general well-being of any community depemtf encll ture. The 
of the wealth of its individual members, which is the nltimateTo S r” ^ amoUnt 
Expenditure of every kind. And, it mav be safely -assn mod, n *“ ndlt,0 » of Public 
to the steady gtovth of Public Expenditure in this direction.' i/'"' °°“ ,d ol) ject 
it is bound, even from the narrowest commercial standard, t 0 Ju ' k ' ,alI .V made 
modern social philosophy, regards society as a conscious, |ntellig 0 m ^ r ‘ fse,f - Tlle 
bio of shaping its own environment, Of directing its own growth; ,^t‘ Uwn ©•pa- 
desire of this intelligent organism impels it constantly to seek higher f"' C ° pSCl °“ s 
expression or development, resulting in an ever widening sphere f S °^~ 

ilty and Public Expenditure. Isolated, unconcerted action tsfindiv i° Sta ’ te actk 

insufficient to overcome the accumulated force of tradition • . * " 0l dd be 

tion, or ignorance, which always muster strong against vvJv V''^ 00 ' Sl *P ers bi- 
Reform. Instinct seems to abhor innovation; education ( j ( . llru |' H °' 1 . ert of Social 
without a Well conceived plan would, under the circumstances ^ T ° Worl< 

action liable to the mdk'i serious disappoint.,uent_ .and 1 f 

charity, to give an example, is more often misdirected "'tl ' ^ lll(UvicU 'al 
Exertions for public benefit are often frustrated bv th \ ^ bene& ci a l. 

Inertia”; but more frequently it is the Selfish o,m * * *** f ° rC H ot the “ Vj s 
which makes shipwreck of the bcst-pl a , mP(l ^ of vested iuteres te 

form. The opposition of the Sacerdotal interest to SC '^ ues of Social R e . 
Landeil interest to housing or agrarian r P f or ^ , o{ ,° " dacati °»al reform, of the 
Reform are all refent instances, too common i n ov * Br<?Wers to the Temperance 
after a bare mention. country to be unintelligible 

Whatever may be the opposing f 0lVe 

tradition, " Vis Inertia "« pwjtoL. 

Sool»l RdoWi t.n be r«feed «itho», «„ «,», „„ 

collectively. The changes may come pineal. , J tt()rt 0,1 /he part «f s ocictv 
must fit into a consistent programme. , >u 1 K ‘ v?(Tlee Men i 

mecl not in Mvi , '* * 

arguments which has led the best contenmorarv . . s the 

c r ^pmion Io regain the JSt itf* 

fittest emrihe tor securing these reforms, the onlv comnetc.t „ . ' as rl, o 

1 1 i " 1 a »<.l capable ugvncv 

to investigate into and determine upon the conditions under which its it 
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The State must, carefully select and judicially apply the 
influences which shape society. It may, indeed, be said that in a sense all public 
expenditure by the State is incurred to gain this supreme end Social welfare of 
the community within the jurisdiction of a given state. There is, however, a 
fundamental difference between expenditure on Defence or Departmental Ad¬ 
ministration and Expenditure for Development purposes. The first of these is 
addressed to the evil tendencies of men, exhibiting themselves on an exaggerated 
scale when manifested under a system of aggressive apprehensions of Militarist 
States. The efficiency of this expenditure consists in repressing or extinguishing 
the-unsocial and inhuman instinct, so that ultimately there may be uo justifica¬ 
tion for such a wasteful expenditure at all. The second class of Public Expendi¬ 
ture is necessary’ to maintain the structure of the State, its organisation, its 
progress as achieved at a given moment. It is conservative, not creative, just 
•n the first kind is protective if not destructive. But these two classes lack 
that conception of human nature, that desire to social improvement, that effoit 
to advance, to improve, to perfect which is such a marked characteristic of this 
our third group of Public Expenditure. 



shall live and thrive. 



Tills group of Public Expenditure would be better considered if we sub¬ 
divide it into two constituents: (A) Expenditure on moral development, and 
(B) that on material development. Under the former group (A) the most impor¬ 
tant single item is (a) Education. It. was customary in the past to couple with 
educational expenditure the (b) charges connected with scientific departments, such 
as the department of surveys, archeology &c. They are now shown separately in 
the accounts. In the same group may be included expenditure on (c) the Medical 
Establishment and <d) on sanitation. These items may at first sight seem, to have 
a clos-r affmitv with the subjects included in the Group (B); but we prefer to bring 
then, under \ Inasmuch** wc indude in the former fi«fop all expenditure for the 
benefit-..{ if,., individual citizen, classing under the hitter all expenditure for the de¬ 
velopment of the material resources of the country as such, (e) Ecclesiastical 
expenditure would, of course, fall within this group ; but (g) the expenditure on 
Printing and Stationery may require some explanation for such a classification. 
TIip object of Public Printing and State publications is not really the convenience 
of'the Official world, it has the much higher object of educating' the people, or 
supplying information which none but the powers and resources of government 
(••in collect and disseminate. It is for this reason that the Government of the 
United States issues its numerous publications free of cost—not, only to its own 
officials and citizens but fo any one native or foreign requesting such books 
or publications. 


The group (B) is more interesting , more extensive, more complex. Though 

most of the items enumerated under group (A) do bring in some revenue to the 

State, they are primarily and preponderantly itenjis of Expenditure. The ma i_ 

... a .he item »mta- f£rouj> .(B), totem, «■>"« ** «* 

r * 5 
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clianuels of Expenditure, and this character the}' bear out as much from the 
direct intentions of the State as from theii indirect reshits. Thus tlm charges 
under (a) Railways and ( b) Irrigation Works are, though very considerable, 
dwarfed by the Income derived from those departments by the State. Whatever 
their history, it may safely be said that since the commencement of the century 
these branches have brought more revenue to the State nlnui 6ceasioned expendi¬ 
ture, if we exclude Capital Expenditure in that connection incurred by the Govern- 
ment. of India. A fuller treatment of these, items, therefore, cannot be attempted 
until we have considered the principles that should govern the State in reference 
to such resources of public revenues. This does not mean that we ignote or un¬ 
dervalue the importance of such expenditure. it 0 „i y metfns fc , iafc ^ tloublc 
aspect of a great earning and spending department of the State, which «•* 
over, involve every year considerable outla} of a capital kind, cannot be at t 
ed piecemeal. Any consideration of these items, if attempted in 'this *^*1 €m ®' 
is bound to be fragmentary and disjointed. Beyond, therefore, mention! ' 
broad nrincipled which should govern the expenditure on these if 

it i \ T' vJllS Wp alv.ll 

in this chapter make no attempt to consider them, (c) Expenditure on (^ vi( 
ings, including the charges for the building of the New Capital at Delhi ai 
on (d) Posts and Telegraphs, though apparently similar to the t wo ' hut 

tioned above, according to official classification or English analogy , 

iif • ’ uit *ii realit.v 

widely different in this country, and ought therefore to l»e sonaratelv cun, ' 

in this section. The Civil Buildings do not. and the Post Office is not bn '"'T " ^ 

bring any considerable net revenue to the State, though the former . ' 

charges under the heading Kent, and the latter serve a very useful a • ^ IC 

Government as well as to the community. The Receipts under these 'h^i!'' t0 tte 

be considered along with the expenditure in the same section. (e^Ex ml 

on Famine Relief and (f) Agriculture are essentially similar and nmT"' 

dered together; while (g) Mint Charges and those, relating to (hi P, 2 ° 

tage being impossible to class together with any other group must ^ 

separately.* '' c °Bsulered 



XXIII.—ITEMS AND DETAILS OP EXPENDITURE. 


Table of Expenditure on items in Sub-Division (A) * 


Year. 

Education. 

Scientific 
& other 
Depts. 

Medical & 
Sanitation. 

Ecclesias¬ 

tical. 

Printing. 

Total. 

1861-62 . 

. £ 312,592 


£ .. £ 


e .. 1 

1 342,592 

1870-71 . 

. „ 624,690 

:? * * s 

„ 523,486 , 

, 153,554 ,, 

,200,867 „ 

1.502.5S9 

1880-81 . 

. ,,998,468. 

• j 

„ 666,735 . 

, 158,638 „ 

485,010 „ 

2,308,851 


Rs. 

Rs. 

Rs. 

Rs. 

Rs. 

Rs. 

mo-9i . 

. 14,24,796 

5,87,438 

8,84,684 

1,61,596 

6,02,885 

36,61,399 


‘ £ 

£ ' 

• £ 

£ 

£ 

£ 

1899-00 . 

. 1,086,119 

381,017 

944,011 

114,064 

512,554 

3,037,764 

1900-01 . 

. 1,091,122 

466,593 

941,103 

116,351 

509,291 

3,124,460 

1901-02 . 

. 1,132,334 

. 503,152 

864,085 

112,776 

544,036 

3,156,383 

1902-03 . 

. 1,297,664 

508,419 

960,539 

111,023 

570,738 

3,438,383 

1903-01 . 

. 1,367,522 

549,994 

948,296 

113,741 

549,664 

3,529,217 

1901-05 .. 

1,179,612 

537,200 

996,840 

121,039 

574,943 

3,709,664 

1905-06 . 

. 1,638,108 

658,692 

1,056,508 

121,371 

557,513 

3,032,192 

1906-07 .. 

1,819,163 

729,872 

1,124,656 

125,996 

654,306 

4,443,002 

1907-08 . . 

1,489,092 

469,913 

856,603 

123,546 

735,584 

3,674,738 

1908-09 .. 

1,682,335 

489,431 

1,017,712 

120,082 

786,728 

4,096,288 

1909-10 

1,70-1,872 

457,873 

967,833 

121,043 

724,722 

3,979,343 

1910-11 .. 

1,846,243 

487,932 

982,922 

124,678 

714,169 

4,155,344 

1911-12 .. 

2,021,189 

519,305 

1,155,490 

124,488 

669,691 

4,490,083 

1912-13 .. 

2,610,132 

504,819 

1,327,218 

126,003 

6,79,542 

5,047,711 

1913-11 .. 

3,176,809 

173,288 

1,337,935 

127,712 

729,756 

5,845,600 

ion in .. 

8,308,811 

165,490 

1,514,235 

127,219 

732,266 

6,148,024 

Hurjifo 

1916-17 

:»,1 LI, 127 

132,058 

873.750 

- 131,046 

711,044 

5,279,025 

3,132,918 

439,180 

866,766 

128,537 

807,038 

0,373,169 

1917-18 .. 

3,394,671 

512,700 

962,796 

132,670 

952,205 

5,955,039 

1918-19 . 

. 3,973,200 

671,600 

1,185,600 

139,900 

1,082,600 

6,942,900 

1919-20 .. 

, 4,884,900 

655,700 

1,338,100 

146,400 

984,900 

8 ,010,000 


h 


GROUP A, 

XXIV.—STATIONERY AND PRINTING 

tk unimportant item, i„ m „ first . (>} p rin|i „„„ swi 

' . .^ . ... taken w t » mack 'for tke cp,«ue„c 

JteveilutMcmijnts of *T° arc * or tho flnal account* m shown in the Finance »i 

... n» n.x 

t, Tilt item of education was in tiio earlier years mixed up witlit he iigurt.\- <»t the Seiuut iiii; Jjopw tuien 
dc. iN o good comparison can, therefore, foe instituted with the earlier years without considerable doducUor 
Weiuivc con fluently given consecutive figures'’ only for the yew/ alter law. The eonveiaion ^ 
rupee figures Into sterling for the period between 169U and 1017 is relative I \ ut a fixed rate* i h^ iiffur^ 
the year are given without »*o«vHr«io?) in feu* of rupee* or Rx as expressed in the rfaftin 

l hose year? 
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of the officers as for the instruction of the public in general. It is a meat asset in 
favour of the present Indian Government,-^though the officers responsible for it 
do not appear always to understand or appreciate it—that all its acts and deli¬ 
berations are, sooner or later, naked or dressed before the public; \\ T e cannot 
conceive of a democracy without its first requisite or publicity in Governor t 
. India is, not a democracy. Its government does not welcome or. desire a blaze f 
ceaseless publicity. There is a considerable amount of autocratic action ^ ° 
than the outside critic gives credit for—secret nlannimr . . . ~ more 

m a. Connells of «_ of India. But s.T~ 
merits of India that have gone before, webtbw enjoy a much rr roat r ' .* nern ~ 
may spring from vanity. The various reports and documents ml ^ 
tain tone of superior aloofness not consistent with the a cer “ 

clear understanding of the people’s problems by an indigenous 6 ^ m P at ^ an d 
menfc. Sometimes its resolutions and ordinance adopt - a style j^. l0na ^ S° veri1 " 
vocacy, insistent repetition, ill-concealed aspersons, which lrav lni P a ti®Bt acj- 
aud unnecessary, making the reader recall the truth of the Demark **° Unc ^® n ^ e ^ 
s’accuse. ” Butw hen all is said this publicity such as it i s _ [3 a Excuse 

is an achievement for r government, wholly alien in personnel and f ^ 

pathetic in character, boldly to disclose its doings and frankly to invit ^ . Ulls ^ 1X1 
It is an acliievement when the entire information on questions of 
in India is exclusively supplied by the Government and yet not even ' lnt ° re ' St 
est critics ever impeach the accuracy of the information. It i s Gn p. 1 K 11 fitter 
that the present policy of charging a price would be dropped o to wished 
make the public information more easily accessible. ‘The su * ° 1U0 ^ e * is to 
the total amount realised from the sale of Government publican ^ s * ws 

urged the Government of India, poor as it is, may well sac rifle ^ ** Ulu ' 7 l,r 

without much inconvenience. The charges, howe\w u ** 18 huie ilK 'ome 

not excessively high. Following the English practice th • aclnuttecl > are 

cover the cost of publication. * lcy are fix ed so as rust to 


r 






* Table showing receipts and expenditure under the head of stationery. 




Total Receipts. . 

Expenditure. 

Net charge. 

Year. 


£ 

£ 

£ 

1890-00 


55,659 

512,554 

456,995 

190001 

# # 

55,625 

509,291 

443,666 

1901-02 


62,913 

544,036 

481,123 

1902-03 


59,692 

570,738 

529,046 

1903-01 . 

# . 

713,57 

549,664 

478,307 

1904-05 


71,778 

574,943 

503,165 

1905-06 

. , 

73,380 

oo7,513 

•184,133 

1906-07 

. • 

78,531 

654,300 

575,775 

1907-08 

, , 

.. 91,472 

735,584 

644,112 

1908-09 

, . 

.. 95,868 

786,728 

691,160 

1909-10 

* , 

95,324 

724,722 

629,398 

1900-11 

• . • 

97,656 

714,169 

616,463 

* 1911-12 

. . 

96,891 

669,691 

572,800 

1912-13 

• . 

92,078 

679,542 

587,464 

1913-14 

. . 

93,416 

729,756 

636,340 

1914-15 

, , 

97,594 

732,266 

634,672 


XXV. (b) MEDICAL AND SANITATION. 

The Welbv Commission on Indian Expenditure disposed of this great head of 
public expenditure in a single short paragraph, suggesting thereby that the Go¬ 
vernment of India docs not consider this head very important. The practice of the 
Government of I ndia in the last twenty years but too amply and painfully confirms 
this vi.-w.' The cost of the Medical department, including sanitation, was esti- 
,vt >: 1,338,lOt) in the Budget of 11) 10-11)20 and 30 years before it. totalled 
£523,480.’ 


The Indian Government maintains a large .-.tail of medical officers only for the 
benefit of its servants. These are paid fairly high salaries ; yet permission to 
continue private practice in important centres of population is too tempting 
not to be utilized even at the risk of great prejudice to their official duties. Many 
of the Officers are employed in sanitary duties, and not a few of them are in charge 
of important prisons. Their sanitary duties include the control of large sanitary 
areas, dealing with the sanitation of large towns, thgpreservation of water supply, 
and the prevention of epidemic disease. It is a strong instance of many anoma- 


♦ 


1 . 
o 

£ 


The Stationery Receipts were in Lo I 

Sale of stationery 
Sale of Gazette etc. 

Other Receipts . 


1*15 derived :* 
its. 

4,48.:{iJ2 

4,45,221 

5.70,363 


Total .. i4,08,900 * 


Tiie charges were:— 

1. Office clwrges .. 

*j. Purchase of stationery .. 

3. (ioveriiTnent Pnsflca 
4 Other (diarges .. 

Total 

C’liarbc* in’Thiglish .. 




JEt». 

4 24,312 
46 , 83 , 11*7 

$3,34,1^0 

1 , 60 , 76 »» 

9 ^, 82,874 

113,407 
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lies in the organisation and working of the Government machine in India that 
until quite recently, the Medical department also supplied offices for the .Mint’. 
A very small proportion of the officers engaged in this branch of the-public service 
is specially engaged in research, particularly on tropical disease, in bacterioloW 
laboratories, which have been established in India in the last fifteen years * 

This service dates from the time of the East India company It « 
in 1761 even before the Civil service ; and was divided into thg 3 ° t f W T d 

lishments in 1766. The division of the officers between MiliHr*. ^ n* \ P 
confirmed ,n ,788 Mfa, over oioco! & onl , CmlW^cfe, 

the Indian Medical Officers in Civil employ being considered ^ ° ( °* U en * euce, 
on civil duties. In 1898 all medical officers were g i VO n a ‘^. [ tcni P oranl y placed 
1906 the names of all officers are borne on a single list, thouTh' ) 1 ^‘ UC ° 

the service each officer is given the option to elect the province in V*** en ^y 
serve. The entrance to the service is by a competitive ex a min'. '' Ctl he would 
Indians have beeij admitted since 1853. But in the course of .57 v l0U to "^icb 
ed only 89 men of pure Indian extraction had entered service b d 
1910. Even today, arc .rding to the latest figures, not more than fiv * 
t.he natives of the country in spite of the heavy demands of the v ar ^ ^ eix ^‘ ar c 

rative weakness of the Indian element is due not to the unpopular it \ 1 COux i >LL 

... 0 the'in eel i- 

^ Inch have 


cal service amongst the natives of India, but rather to the influence: 


so far successfully maintained the practical monopoly of Engli$fi nieu 


perior and most paying branches of public service 


In 1914 a'Pavl ^ ^ su ~ 
was published containing the correspondence of the Government ! 1U n ^ ar y Paper 
India office regarding an Independent Medical Profession in l n( {[ 1 a nd the 

if possible, to reduce the strength of the service. The Governmoi i *'• a v 'ew 
ed, and the Secretary of State agreed, that there was no r*, om f (11 . 111,11,1 

the strength of the existing Service. But the latter S im, ! eduction ip 

Medical Service men should be restricted as f. n . „ W'-stu that the Indian 
both with a view to economy and in order to increase tb -HUltaty duties 

held by Indians who were at that time debarred fr 0 VT?* °* ^P°‘ntmcnts 


in the Army. During the great wpr a small numb, 


l- °‘u holding 


appointed commissioned medical officers in t| le , 
also pronounced against any increase in the civil 


er of India 


ons 


ny. 


Posts. 


m y commissi, 

*"» were temp 01 . Milv 

, „ , , *•"*«* of Sk, e 

dent medical profession Government were aware 0 f t l 48 re ^ ar<la an indepen- 

the nuinber of Indian Medical graduates. Bnt t , 10 ur * c and rapid growth in 

much oppiisitiou to overcome from the praetitio QerB K f. Sa ' V that these latter had 

cine, who were of course fnOre often quacks than ° of .^u 

their own lines. It is proposed to protect the ln ^ »«edia«l men CVa , 
presentatives of the European System of medic"! ^ ^ edical graduatea^-thl 
registration on the lines of the Bombay ltegi^t,,^ Um * 8 UI S er > by 
subject however is still under consideration. 


on on 
re 

I' .st um 0 f 

ha-V Th t > 


* Out of 700 lK-sts carrying Bs ilOP n m. mill ovei Inrtions hfld ' !H . ~ i> . 

Ks. oOO or ..more Indians held 30 of 11 % Ou' oi 337 of IT. Sou or i U ,., rf . I ndi.iV ,° ut ol 11 posts wit 
.. (Sco Public service commissionWit (1910) i».p. 21-26. ' na,aim *<*1 9 ,, <«, i„ u.j-.i 1U ‘ 





The total strength of the Indian Medical service consists— according to the 
latest available figures—of 768 Medical men. The pay of those ollicers is regulat¬ 
ed according to the following table (Military employment) N. JB. when employed 
on the civil side the pay ranges from 2,250-2,500 for the Inspector-General of 


Unemploy- 

Grade 

Staff 

Offg. 

Rank. ed pay. 

pay. 

pay. charge. 

Lieutenant Rs. 

Rs. 

Rs. 

Rs. 

(per month) .. 420 

350 

150 

425 

Captain .. 475 

400 

150 

475 

,, after 

5 years service .. 475 

450 

150 

525 

Captain after 

7 years service .. 

500 

150 

575 

Captain after 

10 years service.. 

650 

150 

625 

Major 

650 

150 

725 

After 3 years 

service as major., 

750 

150 

825 

Lt. Colonel 

900 ' 

350 

1,075 

„ after 25 

years service . . 

900 

400 

1,200 

Lt. specially 

selected 

1,000 

400 

1,200 


Civil Hospitals (when a Lieut- 
^nent enant-Colonel)* to Rs. 750 for 
Cl R 3 gC ’ professional appointments* in 
500 the Medical Colleges (when 
held by a Lieutenant). . Ofti- 
000 cers are allowed to retire on 
050 completing 17 .years serviccj 
the amount of , the pension 
800 varying with the precise-number 
ooo )' ears of service. For the 
1,-50 lowest pensionable period of 
1,300 service (17 years) £300 per 
j annum is allowed, whilst for 
.the highest service of 30 years' 


£700 per annum is allowed. The increase in the Pension is uniform for every year 
of service for the first eight years after 17 years service, and the rate is some 
• v h;d higher for the next five years making up the total of 30 years. All officery 
‘•f the rank of Major and Lieutenant-colonel are put on the retired list on attaining 
hhth birthday whilst the highest age-limit for active service is 62 years 


The Sanitary department, which has recently been proposed to be raised into 
a special department of Public Health, has a history not extending beyond 5,0 
years It was in the time of Sir J. Lawrence that the need of a wholscsale system 
of Ranit-ary reform fir - 1 began tu attract attention owing to the unhealthy condi- 
1 oi We in tI k*, barracks for the British soldiers The sanitation of the town has 
bid.i )-..»!< t ied;, developed during that period/' 1 But the problem of rural sanita¬ 

tion remains practically where it was half a century ago. Alter the days of Sir 
J. Lawrence no definite steps were taken by the Government until 1898 when a 
policy was formulated in a comprehensive Resolution. The outbreak of Bubonic 
Plague, which was just about that time raging all over India, must have contri¬ 


buted not a little to quickening the slow moving machine. The report of the 
Plague Commission compelled the Government of Lord Curzon to take up ener- 
ideally this problem. They created a Sanitary (bmmissionership to advise .the 
Government of India on samtary and bacteriological points, to suggest to provin¬ 
cial Governments dilections in which advance can be made, and to organise re¬ 
search throughout. India. But this arrangement was based on a separation of re¬ 
search Irom clinical work which prevented men of talents from entering the new 
department; while the office work so completely absorbed*the time of the Sani¬ 
tary Commissioner that his salary was practically wasted as far as promotion of 


' * Sue fitmbert iudJuu the oaniury Judiciousiu Calcutta Wato***fo 

-ojtury. 
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medical research was concerned. The position was rherefof-e modified. The 
Sanitary Commission is now the technical adviser of the Government of India in 
all matters of sanitation ; but questions of personnel and administration of bacte¬ 
riological department and Research institutes were placed under the Director 
General, Indian Medical Service. Expenditure on sanitation was also consider 
ably increased. Since 1008 Government were making an annual grant of 30 I akhs 
a year for sanitary purposes, which was substantially increased in 1912 bv the 
changes made in that year. Grants are also made annually to local bodies u \ 
provincial Governments to promote sanitation in their jurisdiction 

In spite of this improved organisation and increased expend it...-, ti 

...... r * '■uuumc the progress 

of sanitation is still in its infanoN 

“ The reason lies in the apathy of the people and the tenacity win , 
to domestic customs injurious to health. Gmt improvemeate have bee„ ^ ,ch Gusy cling 
places but the village house is still often dtventilated and ov or popm a e t °“ e ^ted in many 
is dirty, crowded with cattle, eboked with rank \ egttatio U and poi j'e village site 
pools; and tho village tanks polluted and used indiscriminately £ot bathing >y 8ttf 8nant 
drinking.’’ * U * & Coo hing and 

Much of this is no doubt due to the ignorance of the people but |, v i, n . tJ ; 
est portion is the result of their appalling po\ert\. Iho^problein of \-i j] 
tation it is hopeless to expect the village authorities to solve by thems T' SaU *" 
spite of all the resolutions and injunctions of the Governments of Jp j' '" (S ' 
generation to come-- until, that is. we have completed an agrarian r , ' 01 a 

State in India must bear the brunt of the burden in this depart^,. ° the 

burden will be heavy in' proportion as our sanitary ideals advance ■ '^ lul ' 110 
tent that the people benefitted are unable to contribute fibiitantiidK^ *° the " v ~ 
Government of India hav^ied on private assistance to promote th ^ ^ 

sanitation. Hut, though in the pandemic attack of influenza in ° f 

private non-official agney worked w onders in combining the di ■ . 91S ' 19 . tln * 

as Bombay, we can hardly .say that, considering I ndia ^ 
could be relied on to do this work satisfactorilv j" ’ PR) 

India keeps uuder its own uthonty all questions of re8earo f the Government of 
aU burdens at least so far as rura sanitation i* poncerned | ** tp ° UUlst tUe - v bear 

In the matter of financing aani tary Expeudi 
repeated proposals of the late Mr. Gokhale, which ^ ** U1Ust Mention the of 
Government in a formal .resolution (1910) He w As in Commended to the 

• Resolution, Government of India May, iSrdtOuTT —~—— _° Ul U Pl > lying all suV 

t i?hc following figures show india in a most imf„’ vUa2 *Ue of TTT - -_ ' 

<»%, 


India „ .. * W sttcl, centres 

* " We ' ageucy 


Per l,ooo. 

300 (averjj). 
188, 4 
160.8 
127.8 
<M. 3 
87.5 

no.i 


year 


Russia 18. 7 

India 38.58 

Germany .. 82.31 

.Japan 32.89 

England and walcS ., 20.8 

New Zealand ». 20.79 

Australia .,20,5*2 

•Scotland .. 27.99 t lir 

When out of every (fcrec children born oik is fated to die within a voarti 
called oucouragiug- .Wo have the largest rate'of luiUut mortality aud erf can Wcoiv i v 

Population frublciu iu India. B.K. Wattal). 01 wortaUty (seo U e 


34.2 
IB. 39 
iiO.80 

15.16 
9. If* 
11.11 
10.83 
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plus revenues to the development of sanitation. As there was no other way to 
induce the Government, committed to a disproportionately and rapidh increasing 
military and civil expenditure, and as there was no room for additional taxation, 
he thought it best to advocate the use of all windfalls in revenues towards this 
most laudable end. But apart from the special circumstances, which narrowly 
limited his proposal, we doubt if he would have supported a policy of financing 
sanitary expenditure from annual surpluses. The excess of revenue over expendi¬ 
ture, though it was fairly frequent between 1898 and 1914, could ccrtainl} nc i 
depended upon for financing a heavy, regular recurring, and indispensable expen 
diture. On his own authority it is an indication of defective finance when the 
estimates of revenue substantially fall below the actuals. It would be a point of 
honour with a good financier to make his estimates tally as closely as possible with 
bis actuals. We should, therefore, have a very small, uncertain, varying sum if 
w r e depended only on the annual budget surplus for sanitary projects. * 



The Chief problems of sanitation in India centre round the supply of house 
room in large cities and recreation spece, water, drainage, and the regulation of 
pilgrim traffic. Housing reform is only just begining to attract alleution, and 
3 ought to be remedied by such palliatives as the Bombay Bent Act, The 
Bombay Development scheme is more ambiteous and consequently more liable 
to criticism The water supply and drainage schemes are now carried on 
similtaneously and it has been estimated that in the last 20 years the total 
sums spent on these amount to 4f crores, while the works under construction or 
sanctioned are estimated to cost another 3 crores. The question of the Pilgrim 
Traffic is the most difficult as the religious feelings of the people are involved; 
and vet it cannot be left alone as it is through the pilgrims that the infectious 
diseases spread in the country most rapidly. The subject was under inquiry at the 
time* the War broke out «nul was kept into abeyance pending the great struggle. 
But: w* may be sure one of the first tasks of the government with the return 
of peace will be to tackle this question. 


♦ Sanitation or Public Health, made over to the Local Bomb*? 

present state of Local FJnuuce. The Development Bcbeinatof rl>aTl ^ 

ij,c wcrtAty of special taxation. Tbe problem of financing rum*« 

C £t of Indian 5tet«8fnatiifitp ' , . .. • *■ 


ovo materially tJJS 
dm clearly indicated 
tion will be the sreot' 







The following table gives an analysis of Medical and sanitary Expenditure ami receipts. 


Year. 

Medical Coll¬ 
ege &e. fees. 
Rs. 

Hospital 

Receipts. 

Rs 

Lunatic 
As y him 
Rs. 

Contributions. 

Rs. 

Other 

Receipts. 

Rs. 

Total 

India. 

Rs. 

Receipts in 
England. 

£ 

Total 

£ 

1907- 08 

1908- 09 

1909- 10 
-1910-11 

1912- 13 

1913- H 

1914- 15 

1,93,440 \ 

1,95,734 

2,24,771 

2,35,318 

2,57,409 

2,87,136 

3,04,691 

2,36,852 

2,75,902 

2,96,329 

3,15,580 

3,17,393 

3,43,077 

3.72,567 

1.06,976 

1,15,277 

1,33,933 

1,38,715 

T, 44,142 
1,34,634 
1,37,629 

1,54,707 

1,30,068 
1,50,687 
151,274 
3,23,786 
1,88,229 ' 

1,74,761 

81\568 

1,16,110 

1,37,646 

1,48,939 

1,83,253 

2,42,604 

2,72,230 

7,73,443 

8,33,091 

9,43,366 

9,89,826 

12,25,983 

11,95,680 

12.61,878 

907 

1.010 

806 

859 

772 

676 

633 

* 42,469 
56,549 
63,697 
66,847 
82,505 
80,388 
84,758 


Analysis of Medical charges and sanitation. 


Year 


Medical 
establish¬ 
ment. 
Be.. 


Sani & Va 
cci nation 

Rs. 


Med . School 
& colleges 


Rs. 


Hospitals Lunatic Plague Other Miscella- 

& Dispen- Asylums ' charges. special neous. 

saries. ' _ charges. 

K S Jis. - lia. Rs. JRs. 


Total 

India. 

Rs: 


Total 

England. 


£ 


Gross. 

Exp. 

£ 


Net. 

Eep. 


1907-08 
j.908-09 

1909- 10 

1910- n 

1911- 12 

1912- 13 

1913- 14 

1914- 15 


.39.71,522 
4.15,4.67 
0 , 62.221 
39,86.879 
40,62,773 
42,34.007 
■13,72.383 
42,48.870 


13,17,114 

31,43,525 

29.08,899 

28.19,681 

43,03,651 

56,88,940 

42,50,74] 

69,13,611 


11,43,445 

11,72,349 

12,01,103 

12,41,695 

13,31,341 

15,17,976 

18,53,195 

17,07,724 


31,78,027 
33,80,547 
37,05,753 
40,92,736 
43,83,806 
49,03,330 
60,75,287 
63,64,367 


8,18.122 

8,37,319 

8,23,954 

8,34^935 

8,84,243 

93,8,527 

10,24,598 

10,68,917 


19,50,108 
19,43,278 
12,35,284 
9.82.614 
10,92,009. 
11,13,106 
90,8,856 
8,11,614 


1,37,759 
2,47,786 
3,00,586 
3,75,776 
8,59,986 
10,85,957 
11.63,909 
11,89,083 


2,22.177 
2,31,972 
2,31,644 
2,35.427 

2.40.466 

2.68.467 
2,95,568 
3,11,244 


12 7,38,274 

151,07,243 

143,69,495 

hi 5.69,743 

171,58,275 

197,50,310 

199,44,237 

226,18,431 


7,385 
10,562 
9,866 
11,606 
J 1,605 
10,531 
8,319 
6,340 


856,603 
1.017,7.12 
967,833. 
982.922 
1,155,490 
1,327,218 
1,337,935 
1,514,235 


804,174 

961,163 

909,598 

919,225 

1,088,643 

1,244,713 

1,257,547 

1,429,477 
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XXVI. (c) FXCLESIASTICAL. / 

India spends every vear nearly £125,000 on eeclcsiaiastieal affairs, though in 
the ordinary acceptance of the term, she has no Established Church. I he follow¬ 
ing table gives an analysis of the expenditure on this head. 

Year. Anglican. Scottish. Roman Cemetry. Total 

Catholic. Expenditure. 


✓ 

Rs. 

Rs. 

Rs. 

Rs. 

£ 

1907-03 

.. 16,36,115 

1,00,123 

49,289 

36,072 

123,540 

1908-09 

.. 15,60,953 

1,04,029 

56,257 

68,908 

120,082 

1909-10 

.. 15,97,767 

1,23,202 

61,486 

70:857 

124,043 

1910-11 

.. 16,30,320 

1 ,22,000 

48,375 

64,465 

124,678 

1911-12 

.. 16,22,160 

1,20,647 

52,407 

67,533 

124,488 

1912-13 

.. 16,27,866 

1,21,915 

65,535 

70,656 

126,003 

1913-14 

.. 16,68,224 

1,11,372 

64,798 

69,783 

127,712 

1914-10 

.. 16,54,343 

1,23,864 

51,204 

67,677 

127,219 


This ecclesiastical department is maintainedb y the Government of India to 
secure religious ministrations, primarily for the European troops in India, inci 
dentally also for ’the European public servants and their families. Out of tlx 
eleven Bishoprics of the Anglican Church three are fully recognised and paid by the 
Government of India, four more are recognised but paid only as senior chaplains, 
and the remaining four are recognised and paid out of the funds of the eccesistical 
department. The total Christian population of British India, according to the 
last census was 2,492,284 souls. It is one of the ironies of public administration 
that while the Government adopts an attitude of the most stringent neutrality 
with regard to the religions pf the'people of India, it spends almost 1- per head 
of Christian population for- religious service. The. only criticism one need pass 
on this 11 ,cm i.. that the tendency of t he modern state is justly towards a complete 
secularisation; that in countries like India, an official religion is impossible to es¬ 
tablish without the gravest injustice to the vest of the population ; that the Chris¬ 
tian religion can by no standard of fairness be made the Established Religion of 
India; that the Government is prudent enough in keeping these estimates outside 
the scope of Budget discussion allowed to the Legislative Council; and that it is 
high time the State in India severed all official connection with the Church, and 
discontinued its present religious expenditure. The sum is small, but not too smalt 
to be useful’ in other more urgent and fruitful directions. 

XXVII. EXPENDITURE ON EDUCATION, SCIENTIFIC 
AND MINOR DEPARTMENTS 

“ Education in India, ” says Howell, “ Under the British Government was 
first ignored, then violently and successfully opposed then conducted on a system 
HOW universally admitted to be erroneous, and finally placed on its present footing. 
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In this attempt at a critical historical study of Indian Finances we are 
not at liberty to trace, however briefly, the educational organisation 
of India in the Pre-British Era. For obvious reason, the East India 
Company ignored altogether the ruler’s primary duty j> to.educate the subject 
races. In 1814 for the first time, the Court* of Directors announced tbe 
grant of Rs. 1,00,000 for purposes which we should now characterise as education • 
al; and on.this meagre provision the education of over two hundred million souls 
was to be attempted in the next forty years. A definite policy was formulated 
in 1854 by Sir Charles Wood. Education of the people of India was,, if not a pri¬ 
mary duty of an enlightened State, at least to be extended and systematised through 
the Agency of the State. A Department of Public Instruction was to be instituted 
in all the important Provinces, Universities founded in the Presidency Town - • 
Training Schools established, Government Colleges and Schools maintained and 
their number increased whenever necessary. Extension of education in a ll its f * 
was to be encouraged by a well-defined system of Grant-in-Aid. P ursuant 3 
Dispatch,- Universities were established m the three Presidency Towns i n 
in the Punjab in 1882, and at Allahabad in 1887. It was hoped that by tal 
care of the higher education, the lower classes would automatically receive atn ^ 
tion, by means of tbe “ Filtering through ” of the education imputed i n t T 
superior classes. Efforts were consequently concentrated on the development 
of University and Secondary Education leaving the primary educuti 
relatively neglected. 



The system of education, as established bv the Dispatch of 1^54 
operation for nearly a generation. In 1882, Lord Ripon’s Government . UaUU>d * u 
V\ a commission to enquire into the state, of education throughtout 

practically in reference to the policy laid down in- 1854. They found tlm' ' ’ 

there were roughly speakimr 85,000 primary schools giving instructions t-oVl 
2 , 150,000 pupils, while unrecognised schools provided instruction for T 
350,000. Compared to the population of India at the time this fi , W 

out at 1.2 per cent of the total population. The Commission 8 W ° tks 

feet in the system of India’s education and recommended the tWs de " 

provement of the primary education. From this time omvard ^ and ^ 

change of opinion and policy m regard to public instr Uct i 01 ^ *«k a 

begins to receive greater attention, than hitherto. As reuar l ^cation 

' the result, of the Commission's report was a withdrawal 0 f 7 e <Wion, 

private instructionjand a permission to the Utter to k n , . , ° VeVnme *t control on 
mendatious have been characterised as “ a charter of ' * ; Clrfces - These reconi* 

of the commission. From 1882 to 1902, the period the critics, 

nate stampede for education regardless of 

called a Conference to cousidor the constitutional , j| 190 U Lord Cuivott 

ties. The Indian Universities Commission was 1)lv Ul . l “ t 1 ln tlu! Cuban tJniversi- 
_______ m the foi lCTW i^ yea ; 

* Sob thii Speech of Mr. Goklmle on the Elemontary'Education mil , , . , , 

March 1910- Tho speech is a miuo of facts regarding education la i u .ii ;l 1 cr a ^cwatlve Council, ltjlh 

*« :• , 6 
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/nd its report was made the basis of the new act of 1904, which now governs the 
Indian Universities. It was violently opposed by the Indian Public opinion, 
alarmed at the excessive centralisation, officialisation of the senates, and costli¬ 
ness of higher educational machinery.* Another result of Lord Curzon’s educa¬ 
tional activity was the appointment of an expert travelling Committee to advise 
on Technical education. At the same time renewed and increased attention was 
paid to the question of mass education. Finally, when a separate Department of 
Government of India was established to look after Education and Sanitation in 
iJl<X Education came to receive its due recognition in the Government of India. 
Confining ourselves for the moment to the Finance of education in India, 
must notice first, that the despatch of 1854 did not prescribe any definite finan¬ 
cial policv. It was left as a general charge on the aggregate finances of the Coun¬ 
try . But a definite policy, making education charges a special burden to be spe¬ 
cially provided for was first formulated in 1859. It imposed local cesses, bein" a 
fixed per centage of Land Revenue for purposes of Primarv Education Local 

rZtbnvn Tt'T*' Bomba - v < lss> > «« **»i**‘«da» 

Punjab (1871), Bombay making the am compulsory, Madras an(| 1)e , aUo „. 

* * mil ?' i ““ » f « hi ol rupees in I860- 

1867 (II months) waa met as follows; Imperial Funds 48 lacs; Education C«« 

Comnuttee recelpta, ccss proceeds, fees 4c. 23 lacs ; ami the rest from private con- 
tri utioas. u 1871-2 under the new system of financial decentralisation, Edu¬ 
cational Expenditure was placed under the Local Governments, who were to meet 
e c larges under all the heads surrendered to them from a lump sum allotted to 
i-in. o owing the report of the Educational Committee in 1882, and in accord¬ 
ance with Lord Ripon’s general scheme of developing Local Self Government, 
riimaiy Schools were made over to Local Boards, with power to lew Local 
Cesses support the Schools. Though the Local Revenues have never been very 
elastic they have been contributing a steadily increasing proportion of the total 

Vm - V th t, T P ° ^ t lCn maugurated ^ inue » in all essential particulars 

v b Tie 1 ^ Pr t nt time ^ C ° St ° £ CduCatioi ‘ shared almost 

‘, y PUbl<; aud privale funds ‘ The form* includes Provincial 

e .u es , consisting of special Imperial Grants earmarked to spccid pi * e 
and the* proceeds of the Proving, I r p purposes 

cial grants to promote specific objects like Edi •• r ( x P en diture, and spe- 
to these arrangements, the progress of Educ itir ^ ^ ^ '^ an * ta ^ on - Thanks 
though slow reasonably steady Th« i n ^ iU ^ 1K ^ a ^ ias keen found to be 

} ' lbe foUowl “g table shews that 


different Uate 3 . 


progress a 


*" °P ,ni0 “ <*• Frawn » Imlia und^C^on and aftorT' 
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:1 its report was made the basis of the new act of 1904, which now governs the 
Indian Universities. It was violently opposed by the Indian Public opinion, 
alarmed at the excessive centralisation, officialisation of the senates, and costli¬ 
ness of higher educational machinery.* Another result of Lord Curzon’s educa¬ 
tional activity was the appointment of an expert travelling Committee to advise 
on Technical education. At the same time renewed and increased attention was 
paid to the question of mass education. Finally, when a separate Department of 
Government of India was established to look after Education and Sanitation in 
1910, Education came to receive its due recognition in the Government of India. 

Confining ourselves for the moment to the Finance of education in India, 
we must notice first, that the despatch of 1854 did not prescribe any definite finan¬ 
cial policy. It was left as a general charge on the aggregate finances of the Coun¬ 
try. But a definite policy, making education charges a special burden to be spe¬ 
cially provided for was first formulated in 1859. It imposed local cesses, being a 
fixed per centage of Land Revenue for purposes of Primary Education. Local 
Cess Acts were passed in Madras (1866), Bombay (1859) United Provinces and the 
Punjab (1871), Bombay making the cess compulsory, Madras and Bengal allow 
it to remain semi-voluntary. The total expenditure of 7(5 lacs of rupees in 1866- 
1867 (11 months) was met as follows; Imperial Funds 18 lacs; Education Cess 
Committee receipts, cess proceeds, fees &c. 23 lacs ; and the rest from private con¬ 
tributions. In 1871-2 under the new system of financial decentralisation, Edu¬ 
cational Expenditure was placed under the Local Governments, who were to meet 
the charges under all the heads surrendered to them from a lump sum allotted to 
t.iem. Following the report of the Educational Committee in 1882, and in accord¬ 
ance with Lord Ripon’s general scheme of developing Local Self Government, 
Primary Schools were made over to Local Boards, with power to levy Local 
Cesses support the Schools. Though the Local Revenues have never been very 
elastic, they have been contributing a steadily increasing proportion of the total 
expenditure. Lhe policy then inaugurated continues in ajl essential particulars 
'UU ; sn that at the present time the cost of education in India is shared almost 
equally between the public aud private funds. The former includes ^Provincial 
< venues, consisting of special Imperial Grants earmarked to special purposes 

1 ‘ f revenues, together with Municipal 

iad U1Stnct Boards Revenues consisting chiefly of the Cess Proceeds As this 

“ ,tem “ 7“ 113, '“ su ® ci '” t Governments mate “ Equilibriu.t. 

Grants ’ for the general eposes of equalising i ncome „ Ild ; 1 “ 

e .,1 grants ,0 promote specie objects like Eduction and .Sanitation Thanks 

to these arrangements, the progress of Fdm.,,*; • , . ‘ lJ aillvS 

though slow reasonably steady The foil ' ^ ^ nc!la Jias bcen fou u<-( to be 
different dates. ^ ^ table that progress at 


** AuBto-Imlkra Opinion op. Fraser, Into under Curaou aud afterT” 







blowing ’able gives an analysis of the expenditure o n Education and the receipts of the Government under Education :* 

(in lacs of rupees). 




RECEIPTS. 










- 



Year. 

Fees Rs. 

Contribu¬ 

tion. 

Total. 

Dirctn. 

Insp. 

l T niv. 

Col. 

Schools. 

Grants. 

Schools. 

1899-00 

190001 

1901-02 

19.29 

19.76 

1.18 

1.03 

23.74 

24.37 

3.67 

3.54 

19.68 

19.99 

.29 

.30 

17.81 

18.84 

67.22 

69.09 

42.98 

41.81 

5.84 

5.93 

20.11 

1.66 

26.00 

3.74 

20.35 

.28 

19.05 

70.30 

45.39 

5.99 

1902-03 

21.31 

1.72 

27.33 

4.31 

21.32 

.32 

19.89 

77.60 

58.64 

. 6.18 

1903-04 

22.01 

1,34 , 

27.93 

4.94 

33.05 

.22 

20.88 

84.01 

59.00 

6.33 

1904-05 

23.15 

1.77 

29.15 

5.26 

24.85 

2.35 

21.90 

92.75 

51.94 

6.68 

1905-06 

25.11 

2.39 

31.79 

5.53 

28.28 

3.73 

92.62 

10.45 

267.52 

7.16 

1906-07 

26.14 

2.86 !i 

33.53 

6.32 

30.13 

4.11 

25.58 

114.64 

77.39 

7.69 

1907-08 

16.99 

.80 

21.79 

6.57 

26.77 

6.09 

28.70 

65.33 

63.38 

5.68 

1908-09 

17.60 

.84 J 

23.76 

6.88 

29.92 

4.26 

28.65 

84.48 

66.35 

6.08 

1909-10 

18.99 

.87 

24.88 

6.86 

33.36 

4.07 

29.03 

82.97 

77.37 

6.50 

1910-JI 

22.34 

.89 

27.54 

7.43 

34.44 

2.75 

30.89 

101,40 

73.80 

6.71 

3911-12 

24.79 

.84 

30.84 

7.16 

35.95 

3.38 * 

33.97 

111.54 

81.75 

7.32 

1912-13 

27.91 

1.25 

33.92 

3.18 

38.99 

22.12 

37.88 

140.66 

115.45 

8.07 

1913-14 

30.61 

1.00 

37.18 

. 8.43 

43.01 

12.44 

40.27 

176.14 

141.90 

9.13 

3914-15 

33.27 

.59 

39.93 

8.90 

46.61 

8.09 

43.09 

179.23 

171.00 

10.28 


N. B. 


University Education Arts Colleges 
,, Professional „ 


Its. 75,77,778 
38,04,664 


University 

Direction 

Inspection 


43,07,221 

8,82,060 

53,60,255 


Secondary Schools 
primary „ 
Special „ 

Training „ 
Scholarships „ 
Building ,, 
Miscellaneous ,, 


Its. 


3,66,71,003 
3,53,27,204 
50,01,796 
33,76,705 
24,08,081 
1,41,70,388 
9,07,86; 020. 


W 

4 ^ 

O 


-These figures are in lacs of Rupees. 

r The latest available return gives the number of pupil* at 7,153,G15 in 169,330 public institutions, and 697,914 Bcholara in 35,017 private institutions, or a 
mbined total of 7,936,577 and 197,347 respectively. The total expenditure of Re. 12,98,63,073 in 1018-19 was distributed as follows:—* 
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The following table gives an analysis of the expenditure on Education and 
the receipts of the Government under Education: (under lacs of rupees). 

Total Education. Total Education. 

Charges. Receipts. 

£ £ 

1,085,119 158,336 

162,470 


<SL 


Year. 


1899- 00.. 

1900- 01.. 

1901- 02.. 

1902- 03.. 

1903- 04.. 
190-1-05.. 

1905- 06.. 

1906- 07.. 

1907- 08.. 

1908- 09.. 

1909- 10.. 

1910- 11.. 

1911- 12.. 
1942-13.. 
1913-14.. 
1911-15.. 

1915- 16.. 

1916- 17.. 

1917- 18.. 

1918- 19. 


i \. 


1,091.122 

1.132.334 
1,297,664 
1,369,522 
1,479,612 
1,638,108 
1,319,163 
1,489,092 

1.682.335 
1,704,872 
1,846,243 
2,021,189 
2,610,132 
3,174,809 
3,308,814 
3,111,127 
3,132,948 
3,394,671 
6.123,275 


182,245 ’of i 9 U n -f r 10 the detailecl -figures 
186,236 Rs. 500,!a C s >Ut / 1 v n a t0tal Charge of 
194,381 tion cost R s & Inspec- 

211,971 (2) University 00 ' 00 , athS> ” 110/o ' 
223,582 Rs. 52.0 lakhs orTo 0 ^°^ cost 
145,285 cost Rs. 179 .23 j ( 3 ) Schools 
158,110 (4) Grants cost. R s> 1 ^ ^ op 36 % 
165,875 * * 8 hs 


ls or 34%. 


183,636 
205,^10 
226,126 
247.905 Out 


11 


of 


a fcofca ^ outlay dive e 
266,250 indirect, of R s l9 ’ Cfc ai *d 

295,036 1918-19, Direction » 

298,278 consumed R s . 62*43 , ns Pecti 0n 

lakhs or 11 a/ m; s n * ^ 

lakh3 or 8% and Scholarships Rs. 24 lakhs or 2% ^he h‘ 7 ane ° US 107 
University and College cosd 158*90 or 12% while Secondav - edUCati ° n ^ 
for 30% and Primary schools 27% and other schools forV^ 00 ^ aCC0Unted 

, This table shews a more rapid growth on educat/ 
the last ten years, before which it was m or e or less ex P endi ture during 

indication of a more vigorous policy in education matt l0Qar - V ' Healthy as this 
he noted that the distribution of *1^ ers seems to be, it must yet 

back ground the question of the primary education ^P^&ture leaves in the 
masses of the people. No doubt, since 191 0 , C( g 8i ’^ ' questio » of educating the 
vernment in developing primary education and ,k * ® activil .V » shewn bv O' 
that the subject is receiving more and more 1, *. . stati stics c i V p n < ' °" 

be done in this direction. The history of eff(Wf °. nUon * But mu 4 ' .° V ® pro ^ te 
speaking very went Government did. i,*" r "i® * 

the definite formulation of an educational poky 

*"? ior the better in 1882 and 1902. But the *«-» modi, 

referred principally to higher or University Education rather tl 1< se tlu * 0 dates 
of the masses, It was not till after the CoasutwUoaal Reigrms of 1909 that* 11 *** 0 ® 
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r. Gokhale first tried to draw public attention as well as that of the Government 
to the most important question of Primary Education. In March 1910 he moved 
the following resolution in the Imperial Council. 



S That this Council recommends that a begining should be made in the direotion of 
making Elementary education free and compulsory throughout the country, and that 
a mixed commission of officials and non-officials be appointed at an early date t -o 
frame definite proposals.” 


That resolution served to arouse public discussion both in the Council and 
outside; and, though that year it had to be withdrawn, the very next year, in March 
1911? he introduced the celebrated Elementary Educational Bill. He shewed by 
comparative statistics that at least 15% of the total population in any country 
would be of school going age, i.e. between the years of seven and twelve. This 
was a very moderate estimate. But the proportion in India was at the time 
of the Bill only 1.9%.* As regards expenditure he also shewed that while the 
United States spent 16s. per head of population on primary education, Australia 
11s. 3d., England and Wales 10s., Scotland 9s., Germany 6s 10d., Belgium 6s, 4d., 
France 4s. lOd. India spent barely ld.f To remedy these glaring defects in tho 
Educational Policy of India, the Bill to make better provision for the exten¬ 
sion of elementary education ” was introduced. It was a cautions measure, and 
made compulsion only a permissive principle. (1) before the provisions .of the 
Act could be applied in any local or municipal area, a certain proportion of boys 
or girls was to be already at school, the percentage was to be fixed by the rules 
made by the Governor-General in Council. (2) The Municipality or Local Board 
might when this condition was fulfilled, apply the Act to the whole or any speci¬ 
fied part of the area within the local limits of its authority, but it was not incum¬ 
bent on the authority to apply it. (3) Even when the condition of School attend¬ 
ance was fulfilled and the Local authority was desirous of applying the Act, 
the consent of Local Government was necessary before this could be done. (4) 
Whenever the provisions of the Act were in force it should be incumbent on the 
parent of every boy not under six and not over ten years of age, residing within 
that area, to cause him to attend a recognised school for elementary education 
on a number of days and for periods to be prescribed by the Department of Pub¬ 
lic Instruction. (6) Ample provisions were made for exemption in individual 


ago 


• According to the figures given in the last quinquennial Renorfc nn -- 

of population enrolled in elementary schools was 2-3y as affairJt ° D G( * uta tion in India the percent- 
10*87 in the TJ.fi. A. 13-90 in FrancL ^ Mt ‘ ' 

‘ England. 13*07 in 

Germany 3*77 i n 


10*87 in 
16*5 L in 
16*30 in 


Francg. 

Japan. 

Kusaia. 


The Indian figure would be slightly higher i.e. *63 hai- u , , , 

instruction in the Secondary schools. If consider lncl adepupUs in the primary stages of 

to 3.83 per cent. uer m Population alone the figure would rise 

t The average expenditure in India has since * n • , 

head. But consider the following comparison! ^ s ttae increased and;!Is now nearly 8d. per 


Country 

TJK. 
U.8.A. 
France 


Population 

45,316,000 

91,072,000 

39,002,000 


Education Expenditure 
£ 

33,473,000 

125,000,000 

23,000.000 


Cost per head 

16 /— 

27/—— 

U*6/’- 


1 
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; eases, and the ioea] government might further exempt particular classes or com¬ 
munities from the operation of the Act. (6) No boy required to attend school 
should be charged any fee if his parents income did not exceed Rs. 10 a month 
and other remissions of fees were allowed. (7) Wherever the Act had been mad* 
applicable to boys, it might also be made applicifble to girls. (8) School nttei d 
ance committees were to be appointed whose duty it should be to 
after warning, against parents of defaulting boys before a Magistrate The M 
trate was to enquire into the case and direct the parent 'to make the a ^' S ‘ 

If his directions were disobeyed, the parent was liable to a fine not attend- 

for the first offence and Rs. 10 for repeated non-compliance. ( 9 ) The ^ ^ ^ 2 
or District Board having jurisdiction over an area where the \ c * ,Jnit • pali.x 

to provide such school accommodation as the department cons' &PP ^ Wa3 
and to this end it might, with the sanction of the local government" 1 ^ n6CeSSa ?> 
educational cess. (10) But the Local Government was also to shareT* & SpeCial 


the proportion to be met by local and provincial funds bgin;, p rescr M 1( 
made by the Governor-General in Council. 1 1 Ccl b - v 


111 the cost, 
rules 


This cautions measure, hedged round with all sorts of safeguard 
too rapid an extension of the mass education under the principle of , S a mst 
and compulsory instruction, and purely penni^ive in its general conco ° US 
vn as nevertheless stoutly resisted. (1) To the upholders of the British rule in^ 
it seemed a perilous experiment which would shake the foundation of t> • . 
Government in India, if once the masses of India should become literate n * 1& h 
fall under the malevolent influence of the “ Agitators.” Mr. (jJokh d > ^ Sb ° ldd 
reply to such critics that the stability of British rule in tndW tested We ^ 

appreciation of its advantages than on the ignorant apprehensions of ° U til0 
masses. It is a curious irony of fate which has in the past expoLd^ l]litemte 
Publicist to the charge of. not being anxious to secure, by his aiut. lt i **' ' lndian 
interests of his class; and vet when the same publicist k r ; " 0 f t Um ’ any but the 


interests 01 ms v y } ...r JOThsr brings forth v ’ ~~ ^ 

as these he is accused of trying to undermine the foundation f x> Uleas < u ^ 
India. Great as the advantages of the British Clover,. , Bnt,sl ml. in 
been it would be asking too great a price for its luaiute,,,,,, ,° “ dla have 
pulation is to remain for ever illiterate (2) And as rc„„ '' ! 99 % °f onr po . 
principle of compulsion, such as it was, on t he ground that- fi ^ 0 ^ ecti on to the 
effort was not exhausted and that India was not y et a fi ‘ le fio] d for voluntary 
mentis, one red only say that without its aid fcll^ a 0 l utl '° Uulr yfor such experi- 
blcm should be out. of the question. The social cn s t 0 l(lJ1 the educational pro* 
depressed olsssa and the women in general, tbo People, particularlv 

compulsion ju any scheme of universal educate T ’ Evitable + 

indisputable when be s„ s bat the p ^"\ *■ 

adopted all at once, but only when and where a coV COQl P'ilsion should T' 
population was already at school, and where' S pio P° rt ion of schoj! 0 ^ 
expected that ■ further progress of education Would U mny 

. r . - AU 0i ' Vftr\r >v»»■*l. , " DC 


the adoption of compulsion. Besides, the poor imi !* 3 mmlx llast ««bd bv 

. ... * UI llK,1 an narents w- ■ * y 

as soon us there 


^ ov 

more than one temptation to keep their children from school* 
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wouicl be the slightest chance of the children adding to the slender family budget 
by their earnings. If this natural but at the same time injurious parental 
cupidity was to be prevented from defeating the fundamental aims of national 
development it would be essential to insist on compulsion. 

Objection of detail were urged against the Bill by the authorities who seem 
to specialise in the tactics of obstruction (a) The scarcity of efficient teachers as 
well as of good school buildings was considered to make it undesirable to extend 
the'then prevailing system of primary education. Even granting the objection, 
the remedy is not to veto proposals for primary education, but to impro\< the 
quality of teachers, the character of buildings and apparatus. Besides. the\ 
misunderstood the object of the proposal who urged such objections. Primary 
education must be extended to banish illiteracy from the land. The quality of 
instruction, always important, begins to attract attention only when the country 
lias obtained the necessary minimum of literacy, (b) So, too, the objection on the 
score of finance. The Government of India was committed to a heavy, and steadi¬ 
ly growing expenditure on such a department as the Army running into 30 crores 
a year or more. Mr. GokJiale’s Bill, if it had become law, would have involved 
an additional cost per annum at the rate of Rs. 5 per each pupil, i.e. for 85 lacs 
pupils as estimated by the official Educational Commissioner of the Government 
of India a little over 4 crores of Rupees. This additional cost was, according to 
the suggestion of the Bill, to be shared between the Government of India and the 
Local Bodies in proportion of 2: 1, so that the net addition to the Government 
of India’s Budget would Be only Rs. 3 crores. Besides the Bill also provided that 
the whole of the cost was not be met all at once, but progressively in ten years, 
so that the progressive addition to the expenditure would be only 30 lacs, an amount 
easy to be covered by the normal increase of revenue, which was calculated to be 
a little over a crore a year. None of the arguments advanced against this Bill by 
the Obstructionist was so weak as this plea of increased expenditure. Mr. 
Gokhaie did not descend to the obvious retort of “ Tu Quoque ”. Aware of 
the official opposition, he had from the beginning left no grounds for attack from 
this quarter. No additional burdens were comtemplated, but if any had been, 
it is now easy to prove', with the experience of the war finance before us, that the 
whole of the 4 crores could have been met easily in a single year by a simple addi- 
tion of 2 % to the Customs Tariff, or an addition of 10 % to the Income-Tax. There 
was no question, if it had been so decided, of the willingness of the com¬ 
munity to bear additional taxation if it had been imposed for such an end. 

Injustice to the Government, it must be admitted that not all the objections 
to the Bill were of official origin. The Mohamedans were afraid that the ^vi¬ 
sions of such a Bill might work against the interest of their community, i„ as . 
much as Mussulman hoys tinder state schools might be obliged to learn mm. 
Mussalman languages. Mr. Goklile was aware of the sensitiveness of the 
Mohomedans in such matters, and ho therefore offered concession^ which 
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would have satisfied every reasonable Mohomedan. We need hardly mention 
the other puerile objections against the Bill on the ground of insisting upon fees 
the last from people whose income exceeded Rs. 10 a month, or on the ground 
that in an extremity the author of the Bill, rather thin sacrifice the Bill on 
Financial ground, suggested the imposition of an education cess. It 
experiment, and could not therefore be expected to offer a complete and 
perfect system of national education. 

In spite of an unanswerable case, in spite of the moderation which 
ised it in every clauses, the Bill was lost in the Council chiefly or ° C aracter_ 
opposition of the official majority. The only consolation that the^ 0 ^ 
has was the practical acceptance of Mr. Gokhale’s princinta k ,, * ClaU 10 
to their resolution of 1913. " P by the ^ernment 


<SL 


has, in the present circumstances oi menu, a predominant claimeducation 
represents an accepted policy. no longer open to discussion. For *** Public Funds, 
trative reasons of decisive weight the Government of India has reluct* 1 a ud adminis- 
principle of compulsory education; but they desire the widest oos^ihi to acce Pt the 
primary education on a voluntary basis. As regards fr Ce element -Z. extens ion of 
the time has not yet arrived when it is practical to dispense wholly cd ucatiou, 

injustice to the many village which are waiting for tho provi 8ion of scWi!* 08 , without 
derived from those pupils who can pay them arc now devoted to the 11? The fe os 
expansion of primary Education, and a total remission of fees would wT 10 ® a nd 

certain extent the mare prolonged postponement of the provision of the u to “ 

villages without them* 5 ’ sc °°h; 


to a 
in 


After thus recognising the principle that Indian opinion had 
ago Government have now surrendered their untenable position bv ^ 
the Local Governments, Bombay taking the lead in 1918—to p ass ^B ei ‘niitting 

oi-Tnnufinn r*mnnnlsorv lllldcf CCftaill COndiI. ^ IP&killcr 


the Local -- -““ iU ^w,pass Bilk,, , 

primary education compulsory under certain condition^ i Al . . u lu ^king 

District Boards. . ' ““‘falitjcs a „.l 

Being concerned in this work only with the financial a,sped . i 

considered any of the other numerous problems of education in 1 > 1'° Uot 
none of these problems isthorn the financial side w c lu ., v i U ' d ' as 

review of some of the most urgent questions n «_.■ e e append a very- 


brief review of some of the. most urgent questions affectin x I ^ a PP®nd a very 

has been frequently urged, b v Anglo-Indian public opin'* §eneral P°^oy. It 

that education in India, is top-heavy , that a disproportion. 11101 ^V 1 prominently, 

,i .,i TTnivondtv education- ,.i laie attention :_.; 


tftat eaucaraon in iiHu.i id.. . s P 1,0 porli on . t , ^ «• -•v-utOy, 

the secondary and.University education; auc [ 1 1 att 6Ptlon is paid to 

abundance is eieated in the labdui market i n - ' . COns equently 


an artificial 


laie seconudiy ■*, auu 

abundance is eieated in the labdui market i n (me 0n8e H«enl 

disappointed in its search for employment, joins the ^ <U labour, which 

as such, cannot b£ condemned ad hoc genus ornne sh of a gitators. Agitator* 

ble requisite of social progress. But apart from tV* a S itat ion i s tui mdispensa- 
critics of the educational organisation i n US fusion 0 f Anelo-Iudi n « 

gations. According to the last Quinquennial r , '*** 18 8ome truth in the . . i * 
in India (1912-17') as against the .021 •>/ f iVH>w °f the progress of i *" ^ 
versity Education in India, there was -Obi «. n pup " lati °n undergning^’ 1 

If we leave out of consideration the female population^ '" U % ln Ja pan 
portion for such a country as India. Besides, if U( . ’ 18 lndeed « high 

tlrose receiving elementary efo&titai, this p'erc«ntnvrn ( (d U | 1 lT^ rh l pl ' 0povt ‘°n of 
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!i higher Whereas in the U. S. A. 19.87 % of the total population was enrolled 
in the elementary schools, as compared with the 16.52 in England and Wales, 
and 13.07 % in Japan, in British India only 2.3 % was in the primary schools. 
This worked out that while in England and Wales out of every 30 students in the 
Elementary Schools only one can reach the .University Standard, in India out 
of every dozen student one can expect to reach the highest standard. The pro¬ 
portion, as already observed, would be still greater if we consider only the male 
population. This is by itself a sufficiently serious state of things. But we must 
observe that admitting these statistics, the explanation is to be found in the ab¬ 
sence of a good system of universal primary education. The class which now 
receives any education at all in India is a class which will continue to demand the 
highest education, speaking in general terms. To reduce the proportion, if it is 
considered advisable to do so, the best remedy would be an extension of the pri¬ 
mary education, somewhat on the lines suggested by the late Mr. Gokhale.* Until 
that is done the education system of the present day will not prove successful. 


Besides a proper organisation of primary education, the only other remedy 
of this congestion of higher education is to devise systems of mechanical, or tech¬ 
nical education of a superior type. The opportunities for any high specialised 
education in India are notoriously inadequate. The Government has to recruit 
its special officers from abroad, apparently on the excuse that men of the requi¬ 
site training are not to be had in India. The only way to reduce the pressure on 
Government departments, or a few select professions, for employment is to di* 
versify the educational organisation by offering a rich choice of alternatives. The 
provision of higher scientific and mechanical education is not demanded merely 
in the interests of the Labour Market of India. The Ihdian Industries, as was 
found by the Industrial Commission which reported in 1918, suffer a serious handi¬ 
cap owing to the absence of expert guidance of a scientific or mechanical kind. In 
th - j^ neral interest's of the country at large, therefore, it becomes imperative to 
a ‘>b t.,r a much wider extension of Scientific and Technical education t 


Id this work, we are not called upon to discuss the more academical questions 
such as those relating to the medium of Instruction;. English versus Vernaculars, or 
those relating to the introduction of religious and moral instruction. But we must 
MY more than a word in passing for education of women and for the instruction 

T*commenting on the last quinquennial Review of the progress of Education in India * 

imiia. a moderate Anglo-Indian Paper observedHad the Government been Vrise enS ! he TlI ?, e * of 
cardinal «rn r of <>pi> >slng the lute Mr. Gokhale s Bill, the real issue would not be obscurpd^o fll *° avolli Me 
i .ij-r >• tin* nos ak* of the Government of India lias been redressed somauhnf f V Mey are to-dav. 
u . »j evm d b ical Goyenmont, Jieaded by that of Pm,77 it’ r^mkini i at carcll, .y* it must bo admit- 

would avail themselves oi the permission to introduce compulsion ^ (Leadi^ i*f? u w £ e £ her local Bodies 
, . ' DgArtiC,e * ^bruary, 1910). 


fSr m : Si JSX m}°: «% 
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/0 Commerce 26 ,, 
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of the Depressed Classes. Given Indian Social conditions, these two'clafcfees will 
continue to need for some time to come—special treatment. Government would 
have to abandon its traditional policy of non-interfereirie if the interests of the 
country are not for ever to be damaged. And any special treatment of these 
classes will involve unavoidably considerable strain on the Public p nrs ° 
meet this expenditure special taxation may have to be resorted to but • T ° 
if the revenue changes suggested by us in the section tlealin" witl Ii* , 
of India, are adopted, no difficulties of a financial kind wo ' ^ evenues 

The present proportion of women is as follows ' l)c ex P er ienced. 
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Table showing proportion of womeii ttto men in Edu ca tj 


Institutions. 


Women. Aren. 


on. 


Arts Colleges 

915 

49,815 

Professional Colleges 

188 

12,912. 

Secondary Schools 

108.899 

1,103,234 

Primary Schoqlp 

.. 1.119,871 

4,821,611 

Special Schools 

10,661 

110,457 

Private institutions 

72,894 

525,020 

Total 

.. ‘597,914 

7,936,577 


Cost of 2. 
Rs., 

l » J 1,17,222 


Cost of 3. 
a Rs. 
8,07,31,908 


Only 3-25% of the total population and 1-10% of the female r> 
instruction in India. Assuming Mr. Gokhale's proportion of lr>o n ^ U buds 

the population of a school going age in a country, the uumbers° 0 f , lepr . esentin g 
W H1 have tobe increased to seven times its present proportion, and that 0 f PUp ‘ ls 
to three times before India can be said to have obtained a necessar •' ™ aI * PUpilS 
education. Assuming further that the whole of this increase ' ° f 

financially in the stage of ^Anary instruction only, the addition * ! ^ ' tSelf 

cation Budget will be 7 crores in the case of institutionsf or r ; , total Edu. 

for those for boys, or a minimum increase of l6 croreg * 1 b °%» and 9 crores 
figures. Allowing for the fact that education 0 f Women ;'‘ 1 ^ eSeQt Budget 
provinces by the existence of the I urdah and that cons C ° lUpUcate R in many 
at relatively much higher pay must be employed, the i qUClltly fen »ale teachers 
its. 20 crore 9 (lcctJit system of Univetsul ; nei 'ease nxay even run to 

India. ' U mablisM i„ 


We have no desire to stress, what the oftici. ’ 
prominent, the disproportionately large Bums^iJf'T* to6 painfully 

country on the instruction of the European und oi this 

in India. For about 50,000 European pupil, i n aU i ° ommu ^ies 

outlay, direct and indirect, amounted to Rs. I 10.49 "lakhs ln * ,,ructw>tt * *&© total 

head of which Rs. 39.40 lakhs came from fees and Rs 4 7^1 ,n a ^ out Rs. 221 a 

leaving a net charge on public funds of Rs. 00.35 lakhs, if it 1 >Wm «nts, 

* 1 Uoes not seem 
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advisable to reduce this expenditure we would yet suggest that the sense of 
unequal treatment will not disappear unless the authorities add proportionately 
to the outlay on the instruction of the Indian public at large. 

As calculated below our minimum educational requirements, giving effect 
to the most urgent of these suggestions, will be Rs. 40 crores a year, including the 
interest charges on an Education Loan that will have to be raised to meet the 
initial cost of new buildings, apparatus and equipment for schools, colleges and 
laboratories of something like 20 crores. 

The total educational expenditure would amount to Rs. 40 crores distri 
buted as follows :— 


Primary Education 

Rs. (Lakhs) 

2,000-00 

Against the present* 

353-25 

Secondary Education 

800-00 

366-71 

University Education 

200-00 

119-75 

Superior Technical Education 

150-00 

38-94 

Special Schools 

150-00 

50-01 

Training ,, 

75-00 

33-75 

Inspection and Direction 

75-00 

62-43 

Scholarships 

100-00 

24-08 

Buildings 

250-00 

141*79 * 

Miscellaneous 

200-30 

107-86 

Total 

4000-00 

1298-63 
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CHAPTER V. 


i1 


B. EXPENDITURE ON MATERIAL DEVELOPMENT 

As already noticed the items included under this 


1. Railways, 

2. Irrigation Works. 

3. Civil Buildings. 

4. Post and Telegraphs, 

5. Famine relief. 

6. Agriculture. 

7. Mint charges. 

8. Ports and Pilotage. 


the first two „ e . 8: 7 0, «-» 

sources of public revenue *•!, lrt0Ie Bnportant as 

We, and so it would be b't^ ex P en Ai- 

under the Chapters deiliw. *" • *° < ^ SCU8S them 

the Government of India. The ^ Avenues 0 f 
graphs, though a source of coo s id ° StS ^ 
are nevertheless not intended i n re venue s 

as revenue yielding Departments. It would consequently he more r • ^ nmar % 
cuss them as at charge rather than as an income, Similarly a i so q^. ^ s ~ 

including the charges fpr the construction of the new Capital, the Mint V 
oroner and the charges in connection with Ports and Pilotaop i . ,ir S°s 


proper and the charges in connection 
second rate importance 


8C ar<? relat ively of 


The most important item of expenditure under tins group then i s 
ed with Famine Relief and Agriculture- The actual expenditure ' * :a * ^meet- 
relief of Famine is luckily not a recurriug charge. Nor can we '*!' IUTe< A for the 
as a charge for the material development of India taking that ^ C ' eSct ^ e it 
narrow sense. It is more protective than developmental • ° Xpl ° Ss * on ln its 

constructive. But owing to the standardisation*of the 1 < P re 'entive than 

its importance in the IndiW Financial system, it wouM Ur " e ’ ^ cons i<teting 
to consider it under this group, even if we make no a ll 0 . ' ° * na PP I0 piiate 

Famine Relief Fund has rendered to such unquestionlbiT 6 *** the hel P 
©f expenditure as Railways and Irrigation Works. * ''' devel( >iWntal itoms 


1 I 
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XXVIII. FAMINE RELIEF. 


The general principles governing Famine Relief will be best evidenced by a 
brief historical account of the evolution of the present policj in that re. pec 
Without going into the details of history we may show the frequency 
intensity of the famines in the last two generations by the subjoined table 

/ J 9| * ... 

Table showing, the Intensity and Frequency of Famines in India. 


Date. Locality. 

H 

1860-61 Punjab Rajputana 
U. P. 


- 1862 

Deccan. 

1866-67 

Drissa-Behar Gan- 


jam Hyderabad 
Mysore 

1868-70 

Punjab Gujrat 
Central Provinces 
Deccan Rajputana 

1873-74 

Bengal Behar 


Bundelkhand .. 

1876-78 

Madras Bombay 
Mysore Kashmere 
U. P. Hyderabad 

1888-89 

Gujarat Orissa 
(Native States) 

1896-97 

U. P. Bengal Bom¬ 
bay Berar Hyde¬ 


rabad C. P. Madras 

IHm 

Delhi Rajputana 

1899-00 

C.P. Bombay Be¬ 
rar Hyderabad 
Baroda Rajputana 
Gujarat Kathiawar 


1906-07 

Durbhanga U. P. 

1913-14 

United Provinces 

1918-19 

Indian Empire 


Area in Population. Expenditure (direct. 


sq. miles. 

effected 

i 

Rs. 

180,000 

47,500,000 

1,45,00,000 


17,000,000 

6,75,85,330 

250,000 

58,500,000 

8,00,00,000 

307,000 

69,500,000 

10,25,(X),000 


[£(5,670,000 Relief, 
j £1,585,000 Loans. 

475,000 80,000,000 j £1,333,000 Remissions. 

j £1,800,000 Loans to 
t Native States. 


£11,388,000 * 

Ba» 3,16,00,000 (?) 


idea of the coat of famines Is not to be gained merely by giving the figures of direct ex pen* 
dltw^ r- ief w n. Famine year. So far a.s the Government are concerned they lose a conaiderable portion 
Revenue owing to failure of crop*. There besides expenditure from charitable funds and Ioann 
iiture in the Native Stated. The total expenditure of such a famlue aid that of 1899-1900 we 
20 crores in round figure. 
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1ft 1^1 

It would add unnecessarily to the bulk of this work were we to go into the de¬ 
tails of the famines in each of the above instances or even to attempt an analysis 
of the public policy in each instance.* We shall discuss the history and cxpeiidi' 
ture under two main divisions. The period before the great Faniine of 1873-4 and 
the period thereafter : The reason for the division is that at the date selected 
for division emerges the first glimpse of the principles now accepted to be the 
salutary in Famine Relief, and thereupon is built up the modern system of ^ 

Taking these two periods in their chronological order we t il 

before 1877 the Relief of Famine was not governed ' lal ' 11 ^ le years 

principles. Each famine was fought when it occurred on i Predetermined 

is true that the Report of Colonel Baird Smith who investigate ^ enc * ent lines. 1 * 

the Famine in 1862 did make some suggestions for a regular p. m ° causes °f 

which with very little variations could be applied in any eniera„ Jlr 1C ?°^cy, 

sence of proper adequate means of communications combined wit) a k* 

and sometimes indifference of Government Officers led to heavv ^ ignoranc ? 

suffering as the result of the earlier famines. And when the toll of the d ' ? alM ^ 

the attention of the Government they quite naturally ran to the othe * < " ' Utract ^4 

saving human life irrespective of the cost. The Famine of I 873-74 f or tTein( ' 

was distinguished by the lavish scale on whicli relief operations were or Xam pl® 

Sir R. Temple who considered no cost too heavy if human life w iL . j * 1Sec ^ 

The Government of India could not for ever be regardless of tlni > 

And in the very next Famine they suggested that the task of savip , ^ le< lUer f 

of expenditure was beyond their ability. But the task wlv^l 4 .,^ ° 1 Jrres pec- 

the O 

India seem to have set themselves in combating famine At-, . OVer nment 
. . y .\ . s'* was still tl 

*ing life, not, indeed, irrespective of cost, but so far as lay wit) j DC sam( — 

ey coutiuued to import food in the famine-stricken districts to 1 " * >0 " er - 

her freely as in the case of Purda women, - in ^han,ew!i: Ut , rati0n8 > 

nt labour or unproductive relief works. In the next „ , rela Uvely i Ue ft. 

the period before the evolution of a definite policy._^ '' UlUl ' e —the last 

m the South his old campaign of of ** ‘ lo, "plo contijmed 

plicit instructions of the Government of India to th(j ^ ‘' 0st m spi& 0 f ^ ^ 

were relieved at a total cost of R«. 6 crores to the Goven ^million unita 

allowance of 1 tb of food per day to each individual 8ec i ■ U ' UI 011 tile’rather liberal 

this the mortality directly traceable to famine am ^ But in spite of 

. . ' 10UUted t0 6,260,000 souls 

Finding the task of saving life independent 0 f 

lutely beyond their powers, the Government f ? ^ ^ 01 ‘sideratioiw „f 

**«- • r— policy „ t CL; 1 ;?:; ab r. 

cost of Famine Relief to the Government during ^ . ( ulcuiatln g that tlmt ' ** 

1877-78 had amounted to Rs. 15 crores, Sir J. StracW^tte ptece ^ 

Ihe excellent monpgrapli of Mr. Loveduy oa Indian -—--_* ^Ulster, 

intereatigg mrcgrgatipQ ig a hand? fomy muJr * e ^entionea houTu^T—-_* 

uj sir JoUo and B^haf<UtiaiW*T«Biu»fiw! wrt Pubhc uv&u oi 
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proposed that an annual excess of Rs. 1-5 crores must be secured in the revenues 
over the amount required for normal expenditure; so that when the famine did 
occur Government should have sufficient surplus funds to meet the expenditu 


<SL 


« The Government in 1877 came to the conclusion that the ordinary income and 
expenditure of the State might at that time be considered to be . • • • m a stat0 

of equilibrium. It was thereiore in the opinion of tho Government accessary to 
improve the financial position by £1,600,000 a year on account of famine liabilities 
alone. 5 ’ (a) 

Though famine would not occur every year it was thought advisable to pi o\ ide 
this surplus as against a recurring liability. But the disposal of this fund during 
the years that famine did not occur occasioned some criticism at the inception of 
the Fund, and considerable difference of opinion later on. It would be clearly 
unwise annually to accumulate the sum in the Treasury; not only because it 
would seem to be taxing people beyond the requirements of the State and losing 
interest on a considerable sum lying idle in the Treasury, but also because it 
would offer an unfair temptation to the executive to outrun their income by 
wasteful or injudicious expenditure. Ou the other hand direct famine relief in 
normal years would be unnecessary. If the proposed fund was to serve the 
object of its authors it must be employed as soon as it was being formed.* It 
was ultimately decided to employ the fund to (a) Famine Relief in an) )eai 
and in any paft where there was actual scarcity, (b) the construction of 
Protective Works like Irrigation Canals or Railways, which, without being 
directly remunerative, would yet be of immense service in raising or transportin 
food-stuff’s in famine-stricken areas. 


Hi no its institution, the Famine Relief Fund has not invariably been mail, 
tained at the figure originally fixed Rs. 1 i crores of £lh million. In years lit 
those of 1887-88 the grant was practically suspended; and more frequently 


* As there has been Home difference of opinion regarding the objects of the Fund and its employment 
the following extracts from contemporary pronouncements by competent authorities may be usefully cited. 

“ The first claim on those receipts (from additional taxation imposed in 1877-78) being that of the Home 
f . nv rnmpnt for the repayment of debt already incurred on account of famine I am of opinion that not less 
fhonone half, or say £760,000, should be held available for remittance to England in the next ensuing yearn 
, n?imtaccount. The remainder may be appropriated at your discretion to the extinction of debt, to the 
rolled of famine, or to the constructional protective works not necessarily remunerative but obviously pro¬ 
ductive in the sense of guarding against a probable future outlay in the relief of population. ” * P 

(Pinal orders of Secretary of State quoted in Strachey. cit. op. p. 191.) 

" It was determined that this surplus Should not take the form of a fund specially allocated tn m «,t 
tlie cost of Famine ffeiiet, because sucli an arrangement would be financially inennwnio,,? „*i ' }?i 

The intention was simply tliat a source of revenue shouldZ :nrm w n ell Ki a ?, d oh . ectionable. 
to carry out the principle on which it had for some years insisted that Zrf ‘i’ 6 Sff"! 

V I he works of f , the discharge of debtor the prosecution of remunerative 

1 ubJn. works of a character likely to give protection to the country against the effects of drought, 
f famine commission Itcport 1881 Part I, para 100). . ■ 

, , ’ ohjoc* fcheroforc of this famine Insurance fund was. by increasing the revenue, to iX^applyjng 
tint additions to tne debt oi Inaia which the prevention of periodical famines or by reducing 

r.nat increase of income to works likely to avert famine and thus obviate {f “15 6 **{? inevitable, the 

amma I) the debt contracted for famine, so that if famine expenditure jdKffiW. gatidtr-. 
aductiou of debt made in years of prosperity wosld compensate to# Ikifcdtt.-J uwurrcw u. 

(Bep'ort Par. cbmiidrteeo'nPabiit*Wor»kiIifttial6i?'9j. < * " . 
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reduced. The following table shows the 
directions in which it was spent:— 


total amount spent and the various 



Famine 

Extinction 

Protective 

Irtigatiou 



Relief. 

of Debt 

Railways. 

works. 

Total. 

Year. 

£ 

£ 

£ 

£ 

£ 

1880-81 .. 

34,840 

1 

• i 

1 h • 

34,840 

1881-82 .. 

34,883 

715,151 

682,403 

135,449 

1,567,886 

1882-83 ' .. 

22,103 

1,343,555 

133,129 

263,443 

1,495,972 


1883- 84 

1884- 85 


7,350 

Rs. 


341,501' 

Rs. 


649,248 

946,457 

Rs. 


283,223 

•253,046 

Rs. 


1885,86 . . 

40,695 

082,498 

589,000 

186,807 

1886-87 .. 

10,410 

•• 

200,000 

107,979 

1887-88 . . 

402 


. . 'i 

^1,006 

1888-89 .. 

7,799 


v 

81,537 

1889-90 >l. 

68,288 

460,255 


71,452 

1890-91 .. 

5,579 

520,029 

•• 1 

V' 

1891-92 .. 

23,423 

082,170 

484,795 

74,392 

1892-93 .. 

• 70,841 


984,709 

77$31I 

1893-94 .. 

496 


1,060,954 

60,793 

1891-95 .. 

10,258 


55^,$67 

56,351 

1895-96 .. 

18,301 


529,807' 

, Alio 

1896-97 .. 

20,79,525 




1897-98 .. 

53,25,608 


690,353 

£ 

i6,S30 

1898-99 .. 

40,004 

i £ 

445,238 

£ 

'' 3^17 

if 

1899-00 .. 

2,071,918 



JL 

11,669 


11 ) 00-01 

1901- 02 

1902- 03 

1903- 04 

1904- 05 

1905- 06 

1906- 07 

1907- 08 

1908- 09 

1909- 10 

1910- 11 

1911- 12 

1912- 13 

1913- 14 
1911-Id 


4,125,230 
529,181 
'321,509 
20,351 
2,078 
135,887 
307,715 
622,262 
992,079 
79,758 
2,336 , 
114,293 

188.885 
157,511 

279.885 


281,638 

564,700 

644,278 

667,097 

812,262 

332,383 

250,000 

‘ 350,000 

475,338 

601,095 

457,967 

343,203 1 

312,489 

220,115 


1,625 
96,603 
115,812 
85,278 
3,442 
* '6,661 
. 70 

12,015 
26,731 
29,179 
27,399 
7,835 
1,311 


23,930 
31,114 
70,69)8 
04,742 
114,416 
215,043 
296,573 
356,460 
403,999 
• 391,175 
420,377 
351,412 

578,881 

419,1«6 

475.267 

483,075 


1,522,813 

1,548,357 

Rs. 

I, 499,000 
3,18,389 

91,408 

88,336 

6,00,000 

6 , 00,000 

12,68,319 

II. 16,103 

n,17,801 

6,10,235 

5,86,435 
21,26,355 
53,63,125 
11,87,314 

= 098,848 


2 ., 


4,156,1 

884, 

982, 

905, 

1 , 000 , 

i,doo. 


i,6; 


hi 


20 
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l'lie Policy of making the actual relief of Famine when it does occur the first 
charge on the special grant is, as is evident from these figures, maintained even 
now. But since the Report of the commission of 1902 Government has begun more 
and more to rely on moral force, on putting heart in the people to enable them the 
better to fight famine. To this end a more liberal policy of suspending the Land 
Revenue demand in times of scarcity or remitting the demand altogether has been 
adopted along with the system of granting more freely the Takavi loans. But the 
system,of more direct, more material relief is not abandoned. An elaborate 
machinery has been developed in every province to afford relief. The Govern 
merit of India is kept informed of the state of crops and mortality in every pro¬ 
vince ; a programme of Relief Works is kept ready and uptodate in every district ; 
and the whole country is divided into relief circles., each equipped with plant, and 
tools for the relief works, which may thus be started at any moment. Test works 
are opened as soon as it is clear that moral force would not alone suffice to meet 
distress ; and if labour in sufficient quantities is attracted, these are converted into 
proper Relief Works in accordance with the Programme already framed and approv¬ 
ed. While Poor-Houses and gratuitous relief afford help to those unable to work, 
special measures are adopted to aid those unwilling to admit their poverty by a 
resort to the Relief Works. On the setting in of the next monsoon, people on the 
large works are removed to the smaller works near their villages and farms ; they 
then return to their normal occupation, with further assistance in the shape of 
loans to buy cattle, ploughs, seeds, etc. As soon as the next good harvest is 
assured the few remaining works are closed and gratuitous relief stopped. Along 
with the Relief operations, a special medical machinery to deal with the usual 
concomitants of famine — cholera and malaria -is kept in readiness.* * 


Any criticism 01 the Famine Relief Policy would be ineffectual 
without understanding the causes of Famine. We may divide the causes 
of famine in India into three main groups, taking ** Famine ” to 
mean a shortage of food-supply. First come those natural causes which, 
like the irregular, uneven or uncertain distribution of rainfall, make famines 
ill Indias appear to be peculiarly beyond the wit of man. In the second group, 
we may include such causes as arc products of the existing social and economic 
organisation of India. The Land Revenue policy of the Government of India, 
for example, was contended by the late Mr. R. C. Datt, to be the most important 
cause of distress during times of famines.| The minute division of land in India, 
or the extreme indebtedness, of the people may also be instanced in the same connee- 
tion. The third group comprises the influences which are the special offspring 
of a period of economic transition, through which India is undoubtedly passing 
no" x In less each oi these causes is properly understood, there can be no 
effective, or permanent cure of the periodical shortage of rains, and the 
consequent distress in India. 


' Xo report yet available as to the efficacy of this system in f 
- See pertieuiarly Duty's “ Open letters to Lord Uunson " 

* Op* Theodore Morrison's *• .Economic Transition in India 


in t.Ue lust (treat, famine of 

i„t a discussion of ' he effe '' tS 01 11 


niuiiisr transition hi fciifc'iaml in the lust century. 


1 
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I. The relief of famine, when it occurs, will be successful onlv in proportion 
as these root causes of the misfortune are reached. The belief, once common, 
that famines were natural calamities against which human efforts would be of no 
avail is now impossible to sustain. (1) The most obvious and immediate cause 
of famine, the failure of the periodical rains, is capable of an easy remedy bv 
means of artificial water-supply by wells, tanks, or irrigation canals. We have 
discussed, in the section dealing with irrigations revenues, the relation of .such 
works to the relief of famine. It would suffice to mention here that taken colic. - 
lively, the Irrigation Works of India have resulted invariably in a net profit to the 
Government, besides protecting several millions of acres from the effects of drought * 
This satisfactory result has not unnaturally been claimed to be due to rhe C c~ ! • 
vative, cautious policy of the Government. But to those who are impressed bvUie 

horrors of such a famine as that of 1899-1900, to those who consider tl * 

, , i • , , uer ‘die immense 

losses of human beings, of crops, of capital which h&ve been avoided b tl 

irrigation works, such a policy cannot but seem to err unduly on the side of prud 
Even at the risk of some loss to the State, the money spent on unproductive^ ’ 
gation works may well be regarded as an insurance premium properly lahi < 1 1 
against a very probable calamity. Though the physical conditions in certain ’ 
of India, like the uplands of the Deccan, do not admit of any easy rivea drr ; t-.y i( n 
they are by no means equally unsuitable to irrigation by tanks or wells t • 
therefore, not a hopeless hope that every cultivator in India may be off ^ 1S * 
guaranteed against one season of inadequate rains by a more liberal . a ^ 

on Irrigation Works of every kind. The accepted policy of t] le ^ A l in diture 
India had led them to spend without stint on costly and often unprofit d | lnn . lvnt 
while the irrigation projects had to satisfy the stringep ° raiJw<1 ‘ V3> 




advisability before they could bo sanctioned. It is true, indeed i^ t °! nmCTCla * 
gation works and railway^ >would be necessary f or protec tion ^ 0ti ' U ’ ri ' 

Jt mav also 5e admitted that in normal times the rail,,,, ^ i amine, 

able for carrying the surplus produce raised by the irrigatio ndls P en s- 

profitable markets. Unless, the cultivator i s i n a p os ^ () to the most 

with profit, he would not be able to meet the extra cost^lf °, SP ° Se ° f cr °P s 

whether it takes thedorm of a government "Water Rate ,, ° f ' 10 u ' ri 8 at ion works, 

taining and repairing a well or a tank. An^ finalh' ^^ ? x P ense of main- 
that in proportion's the cost of construction 0 [ -Git may also be conceded 

irrigation works, the relative annual outlay on <) ( " is higher than that of 
er than that of irrigation works f But the m-nn ‘‘ lailwa >'^ is hound to he great- 
opinion to the railway policy of the Government is °* ^ Iudlan Public 

only been preferred in the past to Irrigation Works T P r °ieote have not 
ferred at the cost- of the latter. > u t mfc they have been t 


pre- 


* t These works now protect some li> million acres, have coat the State about to min-m * *7!—r-■ 

a net income exceeding 7 % on the total capital outlay. ' immou Btarlln^. ami * 

1' \mlnef ° r * g ° 0ti acieDtific ( l i8CU ^ oa Ms tptestlou oi railways vs. irrigation works sec Loveday i Ul 
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II. Besides this obvious cause of famines, there are others less obvious, but* 
not the less effective. The remedies for these more hidden causes must be drastic 
enough if India is to have a complete, scientific scheme of famine Insurance, (a) 
The late Mr. R. C. Dutt’s many economic writings strongly express the prevalent 
belief in India, that famines are the inevitable result of the Land Revenue 1 nli< v 
adoptedbythe present Government of India outside Bengal, and parts of the l nit- 
ed Provinces and Madras Presidency. The section of this work dealing with Land 
Revenue contains a discussion of this question. Here we need only mention 
that owing— it is believed—to a heavy revenue demand, which is periodically en 
hanced, 1 the cultivator has no reserve of surplus produce or capital left to fall back 
upon in times of scarcity. The dearth of capital amongst Indian cultivators is a 
fact universally admitted though its origin has been variously explained. What¬ 
ever the reason, the absence of a reserve fund in the classes directly affected by 
failure of rains cannot but intensify the sufferings of the people.. The Institution 
of co-operative Credit or the grant of Takavi loans are palliatives not- remedies. 
The relief of indebtedness among the agriculturists is rendered all the more diffi¬ 
cult by the absence of any data to calculate the exact amount of that indebted¬ 
ness. The situation is, indeed, tragic enough to demand heroic remedies eventually; 
and it would not surprise us if a future financier undertakes a scheme of wholesale 
land purchase by the State, with a view to its regrant after all agriculturists 1 debt 
of more than 20 years’ standing, or less than 5 years’ produce value of each hold* 
iflg, whichever is greater, are cancelled. As it is, we can only suggest two prosaic— 
not remedies, but*—reforms which would mitigate the intensity of the existing 
situation, and prepare the way for more heroic measures of radical reform. 







(x) All debts contracted by agriculturists-in future must be registered on 
pain of being declared illegal. f This would show us, in course of time, the exact- 
amount of indebtedness of the agriculturists, anti also the burden of the debt, (y) 
The establishment of a Land Bank in each Province by the State would give a 
mobility to landed wealth which is mow the one great defect of that property 
in India. The Co-operative movement, after 15 years of universal encouragement, 
must, from this stand point; now be declared to have proved a failure. Hfchas 
failed in India as much for want of sufficient capital, as owirig to the inability of 
the co-operators to manage their concerns. With a Land Bank of the type of the 
credit Fonder of France or of Germany studiously fostered, Kve may expect an 
accumulation and investment of capital in land, without which land improvement• 
will be impossible, and resistance ol the cultivator in times of famine unthinkable. 


III. The absolute want of food and consequently heavy mortality, which was 


(Tin 


of 


such a heart-rending feature of the earlier families, now no longer occurs- 

rapid extension of railways at any cost may be traced directly to this hop on 

absolute starvation for want of food supplied the railways do not -nd 

not—prevent that want of employment which invariably icsult* in a ' 

f \ ■ i. owing to the failure 

one great occupation of the people is necessarily 


warn* 0 ' 
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/of rains ; and, thanks to the free competition of the machine made goods of England, 
the profitable bye-employments 'of weaving— which helped so much to mitigate 
the intensity of the old famines — are also destroyed. If. is the .realisation of this 
growing want of staying power that has made jnany an Indian'publicist declare 
in his impatience that famines are the direct results of British Rules in India as 
in Ireland. Historically the proposition is absurd.* But it can safelv be laid 
down that owing to a conjuncture of circumstances,—fir which it is almost i ni 
possible to hold any individual statesman responsible—the British rule in India 
has synchronised with the increasing inability of the people to tide over z single 
bad season. And the tragedy seems to y all the more harrowing when we'oonsider 
the means that'the earlier Rulers of India had at their disposal to relie • ■ tl 
and .those which the modern Government can command, and when' we " UtSS 
their relative success. The famines in India will, perhaps, „ eV er lose'th 
aspect as long as means are not adopted to give the people the staving *"* tlagR 
which they are so deficient; and this would not he realised until the he—" 7 
of debt which oppresses the small cultivator is remove;! or reliv'd ^ 
State demand of Land Revenue—at least in the temporarily ^ttled <-r ' 
where the State deals directly with the cultivator—is made conformab/ 1StUCtS 
principle of equity in the distribution of the tax burdens, and exemption^ ^ 
f.v»o Sftifp nf those iiffriculturists whose net produce bd 


minimum of existence; the average holding is made of a -size and ^ 
able to admit of economic farming. To achieve these an agrarian XLen ^ s uit- 
the widest dimensions is inevitable. But we cannot expeof, it ] Rl rev °lution of 
Government—nor even its Indian substitute with only a c | P l(?ili, it Indian 

but no change in spirit—to undertake such farreachins f„>*j ° ge * U P ersonQe l 

** un f*amental charges. 

A redistribution of land, a wholesale repudiation of agrarian ' 
an entire re-casting of ^ Land Revenue Policy with * all tl * . btedaes s» 
will all combined mean a revolution the very conception of ^ ^ lm P lies — 
equity, the economic necessity of which' we must 7 ° , 16 Magnitude, the 

Government-or its Indian desciples-ever being able eveT Ul ° £ ° Ur Present’ 

We conclude, -then, that even il it be not possible ], 01 tain, 

famines altogether, the state m India has still a to abollsh 

attempted resources which raw reduce the frequency ' ° UU !' ried ot ^perfeetly 
bl famines. For the rest, it- is a matter of time Tl ^ the ^tensity 

accomplished, would by itself render famines H transition,* when 

are now. ,T>Uc less burdensome than they 

The details of the existing policy 0 f p. , . 
for unfavourable criticism. It is true i,„i 7 * afford very little 

has not a taint- suspicion of chanty, f r 


- us it is; 

° m **??««* which the hi gl ' aiitetl » 

• »- wetter mi J _ r 


For a list-of all the known famines hi India, see Lovedav ( 7 . f~ 
known lamint* uffeettna very lame tracts of the counli v. Jl Cm 1 • 


^nded of 

better known famines affecting very large tracts pi the counbyTare im ituilii “ - -— 

close of the reign of the first Maurya hmpeior—Cfcjndragupfca i* allotting {? urc ? t urni,^’ 8 * «mly th 0 
and is supposed to ha\e been the direct cause ot the colonisation of tut* *outhnS Vo 1 **^ tweiIT**** ti, D 
people of the JSorth. Akbar’o reit r u is also noted for the occurrence ol two or t w P te u 
tensity. Cp, Vincent Smith, “Akbar” and Moreland “ India at the death or 
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the suffering people most naturally shrink. The. aid afforded them by private 
charity is irregular, inadequate, unreliable. It would, doubtless, be a most regret 
able waste of national resources if these better kind of people were suffered to die 


through a sense of pride which would -not allow them to accept what really is 
their right as citizens. It is, therefore, absolutely necessary that famine relief should 
be declared and accorded as a simple right of Indian Citizenship. There are corres¬ 
ponding burdens, in so far as Government levies additional taxation, in normal 


times for this purpose. That the people may the better realise this right and 
its burdens, it would be advisable to raise the special revenue more directly from 
the people most likely to be primarily affected by the distress. Additional burdens 
on this the poorest section of the population would not, indeed, be lightly recom¬ 
mended. But we feel that a sense of having themselves contributed, in however 
small a proportion, is so material in breaking down this sense of pride that we have 
no hesitation in making the suggestion, to be realised, if necessary, by a readjust¬ 
ment of the tax-burdens in other directions so that there should not in the aggre¬ 
gate be any unfavourable change. For the same end of a more equitable parti¬ 
cipation in the relief afforded by the State, we would also suggest that the task 
of administering it be made over wholly to the local authorities, the Supreme 
Government retaining the right of a general supervision and occasional 
contributions in- cases of exceptional hardship. 



XIX. AGRICULTURE. 

As closely connected with the expenditure on Famine Relief we may notice, 
next, the outlay on the Agriculture Department. The present department has a 
history of less than 15 years. Prior to 1905 the Government of India had, under 
official control, a number of experimental farms, but the work of the then existing 
Agrieulturpi Department consisted chiefly in the simplification of the Revenue 
. Settlement Procedure and the improvement of the Land Records system. The 
Imperial Agricultural Department was organised in 1901 ;* an Inspector- 
General Wds appointed in 1903, the establishment of the Agricultural Research 
Institute and College at Pusa led to further expansion, and in 1905 the Govern¬ 
ment of India decided to allot annually £133,000f for agricultural experiments, 
research and instruction. Government intended, by this outlay, ultimately to 
establish in each large homogeneous tract of the country an experimental farm, 
supplemented by the numerous small demonstrations farms; to create an Agri¬ 
cultural College in each of the larger provinces, and to collect an expert staff to run 

the colleges, to conduct research and, generally, to help develope the agricultural 
resources of India. 

At the present, time, the work of the Agriculture Department consists partly 
in experiment and research leading to improved methods of raising crops, or fight 
ing agricultural pests. Besides thij, the department helps to introduce w 

* This post was aboliaheti in 191 M2. 

t Tbfe graat wo* to be store* witti (to Sifil V«t*riawry 
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ration. 


methods of the Indian cultivator ascertained improvements by demonstration 
, 6 1 , leed bufc mentl011 the 'Stance of cotton, the improvement of which ha* iV 

the first attracted successfully the attention of the department \ , ° ,n 

implements and machinery, suited to the local conditions, have also' h llltUra! 
larised as tlie result of the departmental activity. Information ° ° Cn 
agricultural matters abroad is regularly disseminated by the T ^ Pr ° 8reSS iu 
attempts are made, by a concentrated study of local <■ v • * ' e P ai ' t ment, and 
difficulties as far as possible. U 1 0US ’ °bviate local 


\ \ 


The charges noted in the margin show the mm,, r 

' ' tssvwrn. of the 11 

activities. At the beginning of the century the total chares ,.l PaiW a * di <* 

ed to £10,479 including figures , 1k '' jncu lture amount- 

ture, which have been excluded from^hc * ^ Ex pendi- 

years. In a country so largely ,u„ '! b ^ ure of the later 

. • ° * ^^penrlenf 

for its national wealth as India v , • ° n a griceflture 

be too highly commended. The absence of ° Utlay cannot 

* class, the irgnorance of the agricult ura | U ricb land-lord 

the excessive sub-division of land_ 11 Sses a t large. 

Indian agriculture bereft of the benefits f ° Ule keep 

ces. of modern mechanical improv eniej t. 1UQ ^ ern scien 

national income of India, estimated lT * total 

lions in 1914,f is made up of more ^600 

agricultural produce.J To develope this wealth cannot but be ^ ^ millions of 

c*ern to an intelligent, sympathetic, national Government of highest • C on- 

over GOO million acres, available for agriculture in India 0 nl ^ total ar «‘ of 

or d third is actually cropped; and though nearly 230 ' ' 1 • ' U H ’ Ut 215 millions 

by Forests or other uncultiyable areas, there is y et , 1 !° ,tS acres UT e covered 

able for agriculture remaining Uncultivated in ludia § -p ° ° the totld Und a\ a il 

tivation would require capital and other resources', v i° tb ’‘ s land into y,)) 

cultivator cannot command without the aid of the X * ^ or< %&ry I n( jj 

then on Agriculture in India would, if undertaken, 71 tate * Additional 7 q?'' 

to the wealth of the country, if only it is properly, dUteibut^ ^ ^ b * v addbl 


Year 

1907- 08 

1908- 09 

1909- 10 

1910- 11 

1911- 12 

1912- 13 

1913- 14 

1914- 15 

1915- 16 
191G-17 

1917- 18 

1918 - 19 

1919- 20 

1920- 21 


£• 

302,748 
341,873 
393,523 
390,113 
441,900 
407,567 
534,939 
500,185 
597,501 
011,615 
702*133 
323.102 
959,000 
1,315,200 


XXX. EXPENDITURE ON Piktc 

AND ^ieqraphs 

the Enrrhah lYinrUI fl.« ^ 


UnlAke the English model, the Post 0 (f[ • 

a great revenue Department in India. p a ? iQ India lias nev.er.be 
of the. Indian people, the Government of til ^ l,lto coiwideratio^J 0 ^ 


C0Untl- y takes a uT ^ 

Climate pri<J 0 


figures do not include expenditure on cinohnn.. i ~-■— — - 

' Sfctwe * * distribute(1 “ fotowsMl»14-i6): Pb * ataU <"«. fetonl* (; aru ^ 
Veterinary " ” *; " K o 'S A Bft | nst t , h 

,'Jo-operativeSociety .. .. ' Wun la, 

I ^e e an wtiete_^ six G. BaisU iu the Journal of the Royal 8t ,ti t,, i ' l!H «et7. 

Op. .Ufittafe Report on Prices in India, 1912. ' UtXUiul s oae ,. y , j . 

s lor these figures, see the Ag^cultoa, Statistics oilnaiu. 
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performing certain very common postal services at the lowest cost to the people. 
Though the postal receipts in the last few years have regularly exceeded the corres¬ 
ponding expenditure, the policy has been consistently followed ol applying the 
excess, if any, to the improvement of the department. The sub-joined table show 


the constant improvement. 




Year. 

Receipts. 

Charges 

Plus or 


£ 

£ 

£ 

1899-00 

1,308,315 

1,086,258 

122,157 

' 1900-01 "... .. 

1,357,156 

1,124,894 

232,262 

1901-02 .. 

1,353,789 

1,185,547 

198,262 

1902-03 .. 

1,429,935 

1,246,863 

163,072 

1903-04 .. 

’ 1,5077153 

1,298,530 

208,623 

1904-05 ... 

1,575,980 

1,366,779 

209,201 

1905-06 

1,651,477 

1,454,602 

196,875 

1906-07 

,, 1,751,146 

1,540,247 

210,899 

1907-08f ... 

2,830,796 

2,565,745 

265,051 

1908-09 

2,803,717 

2,721,349 

82,368 

1909-10 

2,830,080 

2,753,802 

76,278 

1910-11 .. 

2,994,081 

2,742,045 

252,036 

1911-12 

3.221,704 

2,863,815 

357,889 

1912-13 .. 

3,434,560 

2,894.388 

542,172 

1913-14 .. 

3,598,519 

3,005,156 

593,363 

1914-15 .. 

3,596,973 

3,048,115 

548,858 

1915-16 

3,787,478 

3,149,680 

637,798 

1916-17 

1,174,607 

3,441,387 

733,220 

1017-18 .. 

4,016,019 

3,567,730 

.1,048,960 

1918-19 

5,842,967 

3,974,954 

1,368,013 

1919-20 .. 

0,996,800 

4,725,300 

1,271,000 

1920-21 

0,184,200 

0,073,500 

110,700 

This account, however, 

of the Postal expenditure is 

incomplete. 


live charges, like pensions and rent of buildings, are either not included, or charged 
ol j ier departments like the P. W. 1). JBut this complaint is common through¬ 
out the financial organisation in India. i • 


Before 1683, the Indian Telegraph Department was kept strictly separate 
from the Post Office. In that year arrangements were made to make certain Post 
Offices also serve as Telegraph offices. The beginning of a union thus made was 

J ». * li rtAX/ 1 \ 


further considered in 1905, and the accounts, as noted above/ began t^^j-bowu 


* The rates of carriage of‘the following Postal Articles arc io India, lu the 
as follows;— a France. 

Post Cards £ anna India ( mted Kmgdo • 5 anna- 

Letters Oz. £ anna } d.=*amia i0 cfinnaj 


in France 


-- , - , =*anua. . W. c r 1 /%i B the prevtoas flgnres 

Letter# over i aniw 1 d—1 an'VV „ ra t)hs com^ted, "1- 

- . *.tceand 1 -• , .. m „mr,inumb 


+ The figures arc since X907-08 are for Coat Office: *na - mcomiBetdalkmB of 

are for the Post Office exclusively. t ,, , - -.view is *2T.« 

t ICho taUiag off fil the Huridus for thn latest year unii* r ri> 1 - r ,f the postal fafali. 

Ike haseltina cummittoe which led to large inertasts in the P-c ; 
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as one item since 1907-08. In 1910 the two departments were reorganised, and 
their circles were made co-tenninous. From April 1912 the Director-General of 
the Post Office was also made the Director-General of Telegraphs, and the experi¬ 
ment has since beei completed in the fusion of the two departments- into 

Since 1906 the entire Postal sendee, including the Tele^ranhs l.ao v> • , . 

. „ a. t 1.1 r , . . ° p • has been maintained 

at the cost of the Imperial Revenue, the administrator of the old district P 

arrangements, originally vested in district officers, being now entrusted T ^ 
Postal authorities.* ' 0 ^ oca l 


<sl 


The Indian Telegraphs Department; in spite of 


business in the present century, has not yet shown financia/r es u ^ 10 "^ 

compared to the Postal Department. The table in the margin rh " * • C ° U ^ be 


ment. But 


Net result 


Year. 

Receipts. 

£ 

Charges. 

£ 

plus or 
minus. 
£ 

1801-62 

73,452 

358,223 

—284,771 

1875.76 

309,040 

490,624 

—181,584 

1895-96 

1,085,940 

897,353 

183,087 

' 1905-06 

939,854 

1,076,489 

—166,635 

1919-20 

2,515,323 

1,443,779 

1,071,544 


its develop- 

financial results of^ 6 ^ 8 tte Uet 

«-m e n,i t ;^^; 

ed that (a) a p art of t} e ooserv- 

Department i s absorbed ^ ^ 
ways which despatch a / t ie ^ ail ' 
Uc telegrams. Tim y!, ^ ° f ^ ub ' 

ment has not the J Cgla ? hs d «part 


Postal Department, (b) Besides, the expenditure on telegraphs i ■] . ° l 
and stationery charges, as also the non-effective charges of U ' C!> Gliding 
the other hand (c) the Telegraph Department account for a e • *** e ^ c - On 

of capital outlay, which amounted, from 1851 to 1911-12 to amount 

considering the profits of the department no allowance was ,b ’* J ’00O; but in 


for the interest on this capital which, at 4% » ft „u mitil 1918-19 

i /o "ouicl account f or 


£300,000. In 1919-20 Interest on 
time against the revenues of 


capital outlay «-o. i d-' T* more tba d 

the Telegraph department l IT ^ ^ fit8t 

Hs. 5-1 lakhs, while the capital outlay at the end { * ^ aill °tuited to 

Rs. 14,67,68,805 f Similarly (d) the annual chary ° amounted to 

____ g ot constr^ti 


• The operations of the Imperial Tost Ofllcc also iaclmkTT ~ 
imements of their own. as well as to those, who, like W,. u 01 


non. 


. though 


arrangements oi tne»r o>h». 
their independent organisation 


•Table analysing the receipts and charge* of th a t \ 


K ^SSrifif l H e Katu^r';r-— 

e * Ba ™a ami liaa no such 

^isore, have surrenderd 


Receipts 


Ks. 


Sale of stamps for Message.2,84,84,205 

Sfcat« and River Message Revenue-81,90,500 

Other Telegfaph Revenue . 2, 19,o y 

ltent of wires from JLliys.3l,42,07o 

Reut of Telephones. 1 ^, 01,439 

Royalties from Telephone Co.1,53,285 

Recovery from Guarantors.46,220 

Sale of books? forms, maps, &c.25,943 

Miscellaneous .*.172,229 

Adjustments.31,95,594 


T 1919-20. 

1 >a >meats. 

Payments to Telcgtr»„ h f . lls ‘ 

Control . * 1 h Co ' . 72,39,802 

^ Audit ^. -7,33,250 

resiliency aml • • • 4 ■' 3.49,03, 

stationery ana lMntinit ’ l ' 01 .Ss.(li7 

8t °, re aud workshop charge's* ' 

-laintoiianca ot u«es ... . 1,t ’ 7 -toe-v 

AUliutmont for ‘' *'* • a °* 5 «,i' l 0 


21 


Leave ' 0,l!Urs ’ I’ouslon 

Interest .. ^ % . . l **. 38,52 4 

’ ” .i* 54 * to,on, 

T °tal... t2l 8^oo“o^ 
















misr/tr 


162 



& Capital outlay on Indian 
Telegraphs, 


Year. 

1899-00 

1904*05 

1909-10 

1914-15 


£ 

158,105 

250,500 

150,770 

191,047 


regarded as a capital outlay, are included in the 
ordinary revenue and expenditure account. If we 
add the interest on the capital outlay in connection 
with the telegraph service, the surplus shown in the 
combined account of the Post Office and 1 elegraphs 
will be substantially reduced in the .later years. 


The Post Office and Telegraph render very considerable services to the Go 
venunent, the financial measure of which is to’ be found in the amount of service 
stamps and state messages, included in the revenue side of the account, which 
amounted as follows 

Year. Service Stamps These payments by the state are only cross entries 

R a - i n the public books of account. If these receipts 

1899 00 27,82,626 r 

1904-05 31,70,603 were excluded from the account, there would be a 

1914-15 62,93,409 distinct deficit in the Indian Post Office and Telegraphs 

1919.20 94,79,008 Budget. 


As regards the .other business, besides conveying letters and parcels, con¬ 
ducted by the Post Office, we need mention only the Savings Banks and the system 
of Money t rders and Value Payable Parcels service. Government Saving Banks 
were established in the Presidency Towns as early as 1833, 
and in the districts in 1870. The Post Office opened 
such Banks in 1882-83, and took over the Districts 
Savings Banks in 1886 and the Presidency Savings Bank 
in 1806. The number of depositors has steadily 
grown till they now are in the neighbourhood of 1*5 
million persons, while the deposits reach £ 15 millions. 

1 ni<T<*st was allowed on all deposits iipto 1905 at 3.1 per 
cent per*annum and since that date at 3 %. The attempt 
made in that year to attract fixed deposits at a slightly 
higher rate of interest proved abortive, and was 
discontinued in 1911. During the war the desire to 
popularise the various public loans has led to a further 
development of the banking facilities afforded bv the 
which will be more particularly noticed'in the section 


Year. 

1883 
]901-02 

1902- 03 

1903- 04 

1904- 05 

1905- 00 
1900-07 

1907- 08 

1908- 09 
1009-1O 

1910- l1 

1911- 12 

1912- 13 

1913- 1.4 

1914- 15 

1915- 10 
1910-J7 

1917- 18 

1918- 10 

1919- 20 


£ 

280,000 
7,121,115 
7,014,309 
8,222,448 
8,938,008 
9,328,417 
9,844,053 
10,120,950 
10,150,101 
10,578,119 
11,270,215 
12,580,029 
13,741,000 
15,415,000 
9,928,000 
10,214,000 
1J ,063,600 
11,056,400 
12,548,350 
14,232,303 


post office tn 


India, 


dealing., with the public debt of India. 


The Money*0r<fer system, like the savings banks, is an immitation of the Eng¬ 
lish practice. It is confined to the remittance of money from one place to another 
at a charge of Be. 1 per 100, a charge far in excess of the banker’s commission for 
inland remittances, wherever proper banking facilities are available in India. 
In 1919-20 nearly 39 million Money Orders were issued, remitting 870* lak j^ 
of rupees, without including the foreign Money Orders amounting to ^ 

million sterling in value. The Post Office derived a revenue of Ks. 96,' 

4.1 o tfncrlisll mOClCl 13 1116 

this business iu 1919-20. The only improvement on tb ° 
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I 63 


6*ara 
1 anna 


introduction of the Value Payable Parcel System, under which the Post Office 
undertakes to collect the price of parcels sent through , post from the buyers. 

But the system, though an improvement, loses much of its va'lue owing to the 
limitation of 12 tbs. on parcel weight and also owing to its being confined 
to India exclusively.* The carriage of Insured articles accounted for nearly 4 i 
million letters and parcels in 1919-20 aggregating in valu<> Rs. 13*30 crores. The 
value payable parcels numbered 11] million and were valued at 19*87 crores 

As already observed, the Indian Government prides itself on the lowness of 
the charge in connection with the Post ( Office. The inland post card has been 
sold since its introduction in 1879 at \ anna, while the inland letter has been char¬ 
ged at i anna. The weight carried for 1 anna was .1 tola between 1869 and 19m 
• tola between 1905 and 1907, and 1 tola or 2/5 of an oz. since ^ 
one anna weight was raised in 11)07 from 1 1 tola to 10 tolas. Since 19 0 g 11 j 

paper rates wore reduced by half, being now 8 tolas for' * auna ; 4Q ^ 10 nevr * 
anna, and extra $ anna for every additional -10 tolas or fraction thereof' V! 1 
parcel rate was reduced by half in 1907, while one anna for J oz . rate * K 
letters to England, the British possessions and Egypt, The telegraph °, 
were of three classes prior to 1909 : Ordinary, Urgent and Deferred, the ** 
nary being (1883-1903) 1 rupee minimum, or 1 anna per word, the ulient b / 
double, and deferred half, the ordinary charges. On 1901-05 a deferred tele" ^ 
of 10 words for annas 1 was introduced, additional word-’ being charged at 
each as before. In 1909 the deferred rates were abolished, aaid the . 
of ordinary and express established, the former being charged 6 • "° t ^ asse ^ 

words, and 2 anna ftjftra for each additional word, the latter one ^ ^ ^° r 
anna respectively. Special rates are allowed for press telegram an 'l onc 

have, since 1912, been int roduced, for those who cannot avail tlu-u fac ^’ tles 

for deferred telegrams in plgin language at half the usual r ites b t ' ^ C0( ^ es . 

the United kindgotn or the British Possessions. . " 1 ot! India and 

All these rates have been substantially increased dm-i 

hoped that with the restoration of peace this hv UU '~ ^ ie Wat. It io 

Zppenr.f ' * °" '^mention ^ 

The telephone service iu India is in private lv u 1 
is in the hands of the State. For the telephone t he < < ^ ^ Wlvelesa telegraphy 
amounting in 1914-15 to Rs. 91,394 i n adclition t ’° VerQment obtain a royalty 
telephones. u Rs - 8,77,492 being rent of 

The Post Office in India has great p 0ss p jy . 

r a<w i ng iB tl,e !“ st f ths t ZT &****> 

been admimstered perfunctorily on the Englial ° h M 

meat taking credit only for its relatively Unv rates • ' tndia » Govern- 

in India, have introduced none of those labour su\in» ft) We, 

* Since May. 1920 the system has beon oxtendeil to the Uultftd KtnB.ir,,., " - '^ v<? 

T The Budget of 1921-22 proposes to increase these clmrgcB still furthlr.° m ' 






the automatic stamp selling machine, while affording a more regular and con- 
tinous service to the public, reduce very considerably the charges of the Depart¬ 
ment. (2) Our Postal Parcels service, in spite of a very considerable system of 
State and Guaranteed Railways, is limited to 1J or 12 lbs. to the great inconveni¬ 
ence of the public and considerable lass of revenue to the State. The limit on the 
weight of parcels was intelligible when they had to be carried by runners or 
vehicles driven by animals. But in these days of railways, the limit is harmful 
alike to the Slate and the public. There is no doubt that the State would gain 
considerably if the limit were raised to 1 cwt. or even to 1 maund of 82 tbs. even 
though the charges were levied uniformly according to weight alone and irres¬ 
pective of distances. With the one maund limit, there ought to be an addition 
of about a million pounds met to the postal revenues at the most moderate cal¬ 
culations.* (3) The Post Office Savings Banks impose rules on their depositors 
alike vaxious and uneconomical as to the interest allowed, the time for with¬ 
drawal, the maximum and minimum interest allowable etc. There is no reason 
why the deposits may not be doubled with proper attractions and facilities. And 
if the most profitable employment of the money thus obtained is carefully thought 
out, the Government might remove from their shoulders the dead weight of 
tins floating debt, without reducing by an iota the safety of the deposited On a 
• deposit 50 crores the 4 % rate would mean a charge, of 2 crore'; but 

the money handed over to a State Bank would yield at least 6 % if not more, 
and thus afford a practical saving to the State of 1 crore at the same time that 
the public gets better interest. (4) The introduction of the. system of the Postal 
Cheque may well be suggested in this connection. It would very much cheapen 
the inland remittance, and yet add to the income of the State. The Monev 
Order receipts now amount to nearly a crore of rupees. If this service is con- 
t!| \n<;d and a special Postal Cheque introduced for the benefit of the depositors, not 
only would the deposit ' increase in amount and their balance more substantial 
and move regular, but the addition to the stamp revenues and remittance charges 
at { tlV<i'present rate would be considerable. At 1 % the present income to the 
State means remittances of 90 crores. [f half this amount is added to the deposits, 
that would mean Its. 40 crores in current amount, on which the interest difference 
would alone add to the public income 2 crores. The additional charge for the 
service would barely add 6 lacs to clerical and similar establishments. Lastly (g) 
the post office has a very large field for development as Insurance Agency to the 
public at large. The private insurance companies now Jew , tax of several crores 
even in such a backward reentry «s India where Insurance benefits areeo little 
understood The State would afford , muck better security t „ the assured than 
the piivate company', intent on finding every subterfuge or legal trickery to evade 
or reduce its liability even if the charges are'identical.’f If all these changes are J 


* There are no means for a more elaborate calculations except the 
above estimate is very rough. 

T See for an exhaustive treatment of thin question of development 
publication (1910) ‘-How to pay for the War" B 


figure supplied by the Kail ways- The 
of th* Voflt Office the Fabian Society 
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given effect to and the Department is worked economically enough to combine 
revenue considerations for the State with the demand/ of public service, it 
would not be difficult to obtain a clear net additional annual income ' f 
Hs. 5 crores from the Post Office in the very first year, with every r ' ° f 
regular increase with the development of the country. ' in ’ 0nuse o£ 


XXXI,— MINT, CIVIL BUILDINGS, P 0 RT S ANd 




The charges in this section are 
the closure of the Indian Mints to the iree coinage 
become a Government monopoly. An abstract of 


Year. 


Receipts. 

£ 


* ). 


Charges. 

£ 


1899- 00 

1900- 01 

1901- 02 

1902- 03 

1903- 04 

1904- 05 

1905- 00 
1900-07 

1907- 08 

1908- 09 

1909- 10 

1910- 11 

1911- 12 

1912 - 13 

1913- 1 1 

1914- 15 

1915- 10 

1916- 17 

1917- 18 

1918- 19 

1919- 20 

1920- 21 


345,091 

3,172,875 

555,309 

411,238 

2,884,770 

200,410 

321.183 

419,498 

443.918 
102,554 
125,953 
190.110 
307.100 
487,352 
339,841 

09,498 

101.918 
689,800 
517,401 

1,820,814 

1,669,700 

679,500 


5o,908 

3,152,759 

504,029 

424,014 

2,785,585 

117,877 

120,079 

166,198 

104.901 

192,129 

143,753 

92,369 

110,507 

142,343 

132,630 

141,652 

89,373 

522,456 

350,019 

305,510 

356,200 

,258,200 


3 C( >mparativ e i y Un , 
free coinage G f „:i mportant - Since 

* he Mint 

connection with the Mint i s „ ive and charges i n 
The swollen receipts and charo ' 11 tte margin 
and 1903-4 are due to the heavy"// 1 902-3 
years when the Government had U ' ina 8 e in these 

. £"•**•* 

*" Floats t<, - 


resolved upon crediting the 
separate head of the Gold Standa /1 ^ 

great was the confusion that the U( !>ieSer ve. g 0 

fits of 1901-02 as an extraordinary^ 1 pro 
may be utilised for purposes 0 f / wh j . 

that period. The surplus 0 f ‘ * e Relief in 
penditure arises from the fadt tS^ ov m- ex- 
Mint is frequently engaged i n heavT'’ ^ Indian 
other governments to w i 1n „, . / c °mag e f 0r 

Par % the siu-n^ 6e 18 Char 8 ed for 

° f p :.f! s , 011 Sma » boinave IV 8 result 

constituted in ltno , . ^ the f ’’ 


1 the 


constituted in 1913 .j/ 
charges 


the 


m folio 


total 


Wln g Hems 


receipts 


Items of Mint Receipts. 


and 


Ch 


Us. 


ar ges in i 913 . u 


n rupees; 


1 . Fees for coining silver.., 

2. Fees for coining dollars 

3. Gain on silver coin and 

copper 


75,417 


do. 
do. 
do 

7. Assay fees 

8 . Sale of old stores 

9. Miscellaneous / 


bronze 
Nickle 
New Rupee 


180,516 

7,60,047 

19,61,839 

20,54,049 

6,416 

5,756 

52,614 


Bulli c 


Rs. 


(c) O 


lon Rstablishine 


'Petative 


mt 


W) Assay 

( p ) Offi ce Expense 


2- Loss 


3. Char 


°n coinage 


l 'ges m England 


1.48,099 


£ 


U.99 

44,173 

9,457 

0,395 
1.98,4! 7 
1.056 





XXXII —PORTS AND PILOTAGE. 

The Ports and Pilotages charges consist of the marginally noted items which 


hardly call for any comment. 


Charges' 1914-15. 

Rs. 

Receipts. 1914-15 

Rs. 

13,14,607 

1. Salaries and allowances 

2. Purchase of marine stores 

3,32,314 

1. Pilotage dues 

2. Sale proceeds of vessels 

and coal 

7,37,775 

and stores 

5,510 

3. Pilotage and establish¬ 


3. Registration fees 

2,27,454 

ment . :< _ . . 

7,27,775 

4. Coast dues 

3,67,644 

4. Ports and Pilotage 

3,78,506 

m 


5. Other charges 

9,63,573 

Total Rs. 

21,05,078 

6. Charges in England 



In connection with the charges of Civil Buildings, we may observe that the 
outlay in connection with the New Delhi was defrayed out of current revenues. 
The late Mr. Gokhale was against this course and advocated that the expenditure 
be treated as a capital charge, which should be met from the borrowed money. 
As the works cannot be called productive, it would be difficult to sustain this 
contention on sound financial grounds. 
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CHAPTER VI. 

-Hh-- 


EXPENDITURE OF THE GOVERNMENT OF INDIA IN ENGLAND 


XXXIII.—CONSTITUTIONAL ASPECT. 

% 

The expenditure of the Government of India in w n „i j 

-L -v • ■ * •. * — £,u “ land —the so-called-Home 


special consideration for special reasons. This expenditure 
place outside the control of the Government of India, as it 


Charges, — though alreadv considered under the ' dl e 

_ ,:A . , re,, eFal Expenditure, require 

(1) in the first, 

Secretary of State, on account of the Government of l nc ji~ .* ^ lv ^ ur sed by the 

^ England T 

scheme of economy that the Government of India might 'desire to * 111 ai k v 

large expenditure amounting to nearly 30 million pounds 1 tl0( luce this 

25 per cent, of the total expenditure of India must necessarily | about 

We have discussed elsewhere the constitutional changes thaC must* ] * ^ ° u ^* 

in order to bring the whole of the expenditure of India under the ? oade 

control of f] 

Government of India. We shall here merely observe that this extra f 10 

penditure requires special study, as its peculiar character is likely \ • U * * X 

to considerable misunderstanding. The Indian public opinion has ^ 

late Mr. Dadabhai Naoroji published his book on “Poverty er slll ce the 

rule in India. unanimously considered these Home Charges as \ ^ ^ ^“Britisk 

without any corresponding return. The pecularity of this exper y India 

denied by the apologists for the Government of India. Bnt t i Ule Can not be 

ouey h&vn f 

endeavoured to show that India receives an equiy a ] en ^ \ . > e strenuously 
charges. ^ > e Uln ^ or t&fc Honre 


The following table shows the growth 


Year. 
1859-60 
1800*0 L 
1861-02 
1802*03 
1803-01 

isoi or» 

1805-00 
1860*67 
1807-08 
! 808-60 
1800-70 

1870- 71 

1871- 72 

1872- 73 
1873*7! 
.1871-75 
1875-70 
1870*77 
1877-78 
1878*70 
1879-80 



Amount . 

5,042,045 

Year. 

1880*81 



3,894.040 

1881*82 



5,200,264 

4;913,425 

1882-83 
1883*84 



4,777,630 

4,802.40! 

4.98 M 8.5 

1884*85 

1885-80 

1880*87 

. . 


6,704.002 

1887-88 



0,852,419 

1888-89 

* * 


^ 7 051 ISO 

1889-9 IJ 

• • 


7.077.850 

1890-91 




1891-92 



7,758.353 

1892*93 



7,910*869 

1893-94 



•7,635.463 

1894-95 



7.888,817 

1895-90 



7 902 340 

1890*97 

• % 


33 229,646 

1897-98 

•. 


13,756,478 

1898*99 

*. 


33,847.219 

14,543,277 

1899-00 

• . 


* • 


oi *•« Home 

»:§§; 

jTV? 0 ’ '*Jo 

w’. 1 . 00,9 88 

tu,7a ; i 

LttS?’ 049 

teg 

14 S48 ijo.j 

Ifte 

Man 

H 293 8To 
{„ ' 880 
2*188.263 

i «” ; i - l !>7 

10 >392*80 4 


Charges :■ 

,^'ear. 

4800- 01 

4801- 08 

4802- 03 
1803-04 

OlM-or. 

«0o-00 

1800 - 0 ? 

4807- 08 

4808- 00 
1900-10 
4910-U 

18! 1-43 

1912- 13 

1913 - 14 
4014-15 

1915-W 
4910-17 
•‘•>17- 
19)8-10 
1910-20 


Amount. 
{7,200.057 
'>368,055 
48,301,821 

18.146,471 
19,473,757 
•8.617.405 
19.,.. 8,408 
•8.487,207 
48 926 15!) 
•9 122,910 
49,581,503 
49,057,657 
20,279.572 
-9,311,673 
B208.598 

fffig 








the FOLLOWING JTB1S MAKE Up THE TOTAL OF HOME CHARGES. * 


♦ 


— - - t t 

Items. 

1907-08 

£ 

1908-09 

£ 

1909-10 

£ 

1910-11 

£ 

1911-12 

£ 

1912-13 

; £ 

t 

1913-14 

£ 

1914-15 * 

£ 

Interest ordinary 

1,763 

1,924 

2,102 

2,272 

2,284 

2,296 

2,087 

2,246 

»»' Railways* 

3,118 

3,253 

3,308 

3,397 

3,622 

3,783 

3,706 

- 3,706 

” Irrigation 

108 

109 

108 

112 

L16 

125 

119 

125 

yy Total 

4990 

5 ; 286 

- 5,519 

5 781 

6,022 

6,204 

5,913 

6,078 

Post Telegraph and Mint 

226 

'234 

171 

3 

191 

244 

245 

278 

218 

General Administration Charges 

432 

441 

387 

403 

503 

440 

461 

•189 

Miscellaneous Civil charges 

2,562 

2,591 

2,619 

2,608 

2,615 

2,609 

2,668 

' 2,668 

f Rail way Revenue A/C. 

4,984 

4,997 

5,273 

5.343 

5,183 

5,197 

5,294 

5,490 

Public works 

• • # • 

68 

80 

78 

80 

85 

91 

101 

88 

Mil. Charges 

5,006 

5,140 

4,942 

5,063 

5,183 

5,372 

5,463 

‘ 5,085 

Dir. Dem. on revenue !. 

116 

146 

111 

92 

101 

99 

115 

65 

Famine Relief etc. 

13 

9 

12 

19 

20 

21 

17 

18 

Deduct receipts in England 

406 

342 

413 

419 

480 

337 

351 

348 

Total Home Charges 

18.487 

19,925 

19,122 

19,581 

19,958 

20,280 

20,312 

20,209 


* Tlie ligures are in thousands sterling. 

The .Kailway revenue account is exclusive of interest charges on capital invested* in State Hallway* <fcc\ 
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We shall state and examine briefly these two views below. Another reason 
which makes the study of the Home Charges interesting is the connection of that 
expenditure with the Currency'organisation of India. From 1873 to 1899 the con 
tinuous fall in the gold value of the rupee was most clearly brought home to the 
Government of India owing to their heavy obligations in gold. The fall of a single 
penny in the value of a rupee meant an additional charge of one crore of rupees 
on the Indian expenditure. All throughout that period the Government of India 
were intensely anxious to minimize their extreme difficulties. Even aft 
settlement of this, question the disbursements of the Government of I n d\ ‘ 
England have kept up their importance m connection with the regulation oT the 
Indian Currency system. In another chapter, we have examined this connection 
more fully. 

XXXIV. —ANALYSIS OF THE HOME CHARGES. 

Leaving out of account the minor groups or items the total estimated H 
Charges of £24,676,700 for 1919-20 may be considered under the following divisions- 


<SL 


1 . 

2 . 

3. 

4. 


Interest .. • • • • ^ 7,819,900 

Army charges .. . • • • ^ 7,061,000 

Railway revenue a / c .. • • ^ 5,726,500 

Miscellaneous Civil charges . . £ 2,446,000 
Civil Administration .. •• £ 704,100 

Miscellaneous .£ 919,200 


Of these items Interest on Debt may be split * up as in the 
table into that on ordinary, unproductive debt and that on 1Kxt preceding 
Before the War, the ordinary charge was 40 per cent, of the toM^^ 
owing to the increased charges on the large War Loans that item 1 ^ C ^ ar ^ e " 
derably in the last five yeArl It will be more fullv ^ ^ rcnvn cc >tt3i- 

y reated <* another chapter 

We have already discussed the Military charges i 
Railway charges consist of (a) Interest on capital borr^^ ^ ^ U ^ and ’ Tbe 
(b) Annuities by which some lines are being acquired L- 0 '^ 1 ^ &tate Railways 
the profits of the Guaranteed Companies. Xhe p, ai ] ^ 16 ^ 0Ver nment and (c) 

ture is dealt with in the section dealing with l^ 0v , " ^ an< ^ Irrigation expeudi- 

Payments in'* connection with the Civil [) ( 
and Telegraphic subsidies, allowances to j| ] ' aitlUents in India, include Postal 

examination fees, maintenance of lunatics &c ^' aQ CivU Service Candidates 

considered by Indian public opinion to be m J * Indian Office’ 

JT* “ * bce “ «-*■* g»1 c !T 8mU ' »“ ti. mm 

Pensions and Furlough &c. charges. ^ AdwUUStratioi t. as also th 0 

All these Home Charges are, since 1899, i n normal ; 
the proceeds of the Council Bills sold in England on India'^Aa aces> met from 
India are always in excess of her imports, the foreigners must, e ' xp0fts 

22 I remit to India the 


ISTfiy 
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net value of this excess. To do so, they buy bills on India offered by the Secre¬ 
tary of State for sale, and the proceeds are applied for the payment of the Home 
Charges. The buvers send the Bills to India where they are cashed at the Indian 
Government Treasuries. As regards the Indian Exchequer the result is, therefore, 
the same as if the amount had been directly remitted to England. Before the 
Indian Mints were closed to the free coinage of silver, the price which the 
Secretary of State obtained for his Bills, was determined by the gold value of 
Alvei bullion. If bills were offered at a rate less than the market rate of silver, 
importers could adopt the alternative of purchasing bullion and sending it to India. 
Until 1871-1872 the gold value of the rupee had, except in one year, always 
exceeded 22d. The increasing production of silver and its reduced employment 
for monetary purposes due to the currency policy of Germany and other countries 
, led to fluctuations with a constant downward tendency until in 1895 it reached 
the lowest price of little more than 13 d —Be. 1. As the price of silver fell, the 
Secretary of State obtained worse and worse terms for his bills, or in other words,the 
Government of India had to pay a continually increasing toll to meet the sterling 
expenditure in England. Thus rose the principal, though not the only, cause 
of the loss by exchange. The changes in the Currency system adopted in 1899, 
and discussed in another chapter, resulted in stabilising the value of the rupee 
allowing for very slight variation on either side of 16d. These limits were firmly 
maintained until the end of 1916. A good deal of financial embarrassment and 
instability, which was so characteristic of the Indian finance in the last three 
decades the nineteenth Century, was thus removed. At the present time the sale 
of Council Bills is necessarily connected with the amount of expenditure incurred 
in England and chargeable to the revenue of India. The constant growth of the 
Home Charges has occasioned much anxiety not only because it is a very great 
burden on the Indian revenue and outside the control at the Government of India, 
but also because so long as this heavy charge is maintained, there would be no 
possibility of increasing the expenditure of the Government'of India on the more 
necessary items of Education or Sanitation, or the economic development of 
the country. 

XXXV.—THE DRAIN. 

The most important problem in connection with the expenditure of the Govern- 

meat of India in England is the question whether the amount, of the Home Charges 

represent a tribute levied by England from India. Is it an " Economic Drain’’ * 

At first sight it would appear that 30 millions of pounds or so spent every year in 

England brings no correspondent benefit and that ti, Q „ t 

amount of the Drain from India due to the P r • , ° TG re P reSents the 
T . U '' (Ule tf ’ tlie Political connection between England 

la. , however, \u examine (he question more thoroughly, we find that 
the trade of India has invariably shown the phenomenon of an invariable excess 
o f ex ports over imports. The excess of exports over imports is not any indica¬ 
tion of the economic position of the country concerned. Before we can strike 
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a proper balance of trade in favour of or against any country we must remember 
that there are several items which do not figure at first |.sight in the amounts of 
exports or imports. Thus, for example, the loans raised by one' country abroad 
until converted into merchandise would not be recorded in the trade returns as also 
the annual interest on these loans paid by the debtor country to the creditor coun 
try. Similarly the earnings of native merchants living .abroad, and foreign mer * 
chants living within, a country as well as the expenses of foreigners within • 
and of its own citizens abroad, must also be included before a .. , , ' COUnlT J' 
be struck. The services rendered by ships would also usually ^ a ^ ance , can 
tion in the ordinary trade returns. On th ? whole, however i/wilT ^ 0 effamera * 
that ultimately all these items would be accounted for i n one , ° ^ fue *° 8a 5 

the trade returns. And we may therefore take the excess 0 f e " ° r ano ^ ier un ^er 
dication of the extent of the favourable or unfavourable bahne^ ^ &S 3 * n 
indebtedness of that country. c ' D tcrnational 
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On this basis we find the following table summing up all (] u , 


afTcetiug the argument:— 


u% factors 


Year. 

Exocss of 
Exports. 

£ 

Home charges 

£ 

18911-00 . 

.. 13,841,000 

16,392,846 

1900-01 . 

10,983,000 

17,220,957 

1901-02 .. 

.. 17,999,000 

17,368,655 

1902-03 . . 

.. 1^,570,811 

18,361,821 

1903-04 .. 

. 24,893,640 

18,146,472 

1904-05 .. 

.. 20,227,966 

49.473,757 

1905-06 .. 

.. .2^,31)0,581 

18,617,465 

1906-07 .. 

.. 13,950,598 

19,028,408 

1907-08 .. 

2,667,904 

18 ,487,267 

1908-09 .. 

5,228,263 

43,925; I5j) 

1909-10 .. 

. *. 22,794,990 

49,122,916 

1910-11 .. 

27,223,910 

49.581,563 

1911-12 , .. 

.. 29,097,946 

4*957,657 
20,279,672 
2 °.3l 1,673 
20,208,598- 

1912-13 .. 

** . 26,685,(X)0 

1913-14 .. 

.. 23,053,000 

1911-15 .. 

.. 16,797.066 


\ \ 


Leaving out of account the figures f or |li( , 
find the net excessof exports in fifteen years 


fc* c $aseof 
Indebtedness, • 
£ 

224,204 
a >290,978 
*71,711 
510,829 
750,417 
458,653 

13,570,248 

1 . 061,195 

3.-%2,440 
4 >492,295 
0.132,542 
1 7,892,424 
488,262 
692,596 
Ul-1,436 
*74*399 




total of the Home Charges during ^ 

debt incurred in that period in England, allowing f 01 . tlle ^ * ,>o4,78# - T ', i; total 
£ 50,941,6.51. Deducting the amount borrowed from the, iitrure fn 
since the loans raised in England would be equally available for tfi e payment** 

\\ ’ 
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ie Home charges, we find the total of the charge payable from the current revenues 
to be £ 271,159,323 which deducted from the total figure of the net excels of ex¬ 
ports leaves about £ 24,461,440 to be accounted for. We may take that figure o 
represent the remittances of the English private gentlemen resident in India and 
able to show a margin of profit on their annual operations, winch they remit to 
England. It would not be very inaccurate if we take the annual figure by which . 

I mliius drained to he about £ 20 millions or 30 crores of rupees. It has been argued 
that the figure of net excess of exports is not quite properly taken to show 
advantage to India, us that figure includes the Imports of Stores on Government 
Account. These stores are charged against the revenues and are as such^ncludec 
in the Home Charges. But as India presumably received an equivalent the aim uni 
of the stores it ought to be deducted.* This leaves the net drain to be sti 
£ 15 million. 

As already observed the Indian public opinion considers this amount to re¬ 
present the annual tribute exacted from India owing to her political dependence 
on England, and consequently the measure of the annual impoverishment of this 
country. The apologists of the present Government have endeavoured to show, 
by'plausible arguments, that the assumed drain either does not exist, or is made 
up for by the equivalent in goods or services received by India in return. We 
shall examine below briefly the main contentions on either side.t 

(1) The charges paid by way of interest on capital borrowed constitute the 
most important item of the Home Charges. These charges, it could be argued be¬ 
fore the recent War, consisted of the return to a large degree, on capita q ‘ 

India in productive enterprises like the Railways and filiation Wo ' 

must be paid if the resources of India are to be developed and India is to take >c 
rightful place among the nations of the world in matters of Industrial activity 
A Indian capital is either inadequate or unwilling to be invested in these projee * 
foreign capital must be raised for the purpose and interest on such capital is no¬ 
thing but a legitimate economic return, which should not be classed as Drain from 
India India is by no means the only country in this predicament. Besides, the 
advantages of such borrowed capital are not confined to a development of the 
tional resources; the increased amount of employment and consequently in- 
e . irni)1 g 8 add to the wealths of the people in all classes. Apart from 
, pifal borrowed on Government guarantee (which alone.figures in the Home 
elm rye-! proper) private capital invested in India in such industries as tea or jute 


rear. 


,1000-01 

2,84-i,77» 

1007-08 

4.343,714 

1001-02 

4,504,106 

1008-00 

4,931,501 

1902-03 

4,300,014- 

1000-10 

3.671,797 

1(103-01 

4,707,6(12 

1010-11 

2,484,000 

1004-05. 

5,017,882 

1911-12 

3,558,000 

1005-03 

5,041,380 

1912-13 • 

3,666.000 

1006-07 

5,884,470 

1913-14 

, 5,283,000 


1914-15 

4,278,000 


Total .. G 5 , 880 , 2 (h> . 

f A» Mr. Dadabbai NaorojTs work is a classic represent ing kicntMo wwkfgivljjg 

Of the drain. Sir T. ilorrison’s India In Traualtlun is the meat compact and consistent cut 

the other side. 












erform the same service.* The case as it is thus presented is strong enough. But 
we must remember (a) that though the item of interest taken as a whole repre¬ 
sents the capital invested in this country, not the whole alAount has been employ¬ 
ed for developmental purpose exclusively. The portion of interest paid on ordi¬ 
nary debt and amounting to over £ 2 million before the War is a charge for a wholly 
unproductive purpose. It represents debt incurred mainly for War expenditure 
and Famine Relief, including the heavy legacy of unproductive debt left by the 
East India Company.} For (he interest paid on this amount, Indian opinion may 
well regard that there is no economic equivalent in return. The estublisl t f 

a strong good Government is no doubt a blessing; but one of tb* ™ Y 

„ ■ , . , , , • i . . e pionts oi a strong 

Government is to try and reduce this unproductive charges no • ,, 

o 1 us rapidly as may \ye 

Instead, however, even before the late War, these charges wnm 

^ were constantly erbwi™ 

(b) As regards the productive debt, the point may be conceded that tlT * T 

measureable economic return, but not the whole charge inWo*. ? 1S U . 
case represents a proper development oi the country. Apart alto^etho f * 
rival claims of Irrigation and Railway Works, apart from the 1 011 10111 

wastefulness of the Railways in India (which have begun to yield a 1Kt " C ontmue d 
meeting all the charges only since the beginning of the present . a ^ ter 

before that for a half century they were every year a net loss to the ^ 

must urge that the terms on which this capital lias been raised hv t] ^ "° 
ment were unduly unfavourable to the Government, made stil] n lor ^ TONeJ n- 
iixed rate of exchange during 20 years when exchange was steadily ' * ' 
the Government of India. Moreover, not all the railways h$y^Vbe gainst 

for purposes of the economic development of the land, The Milit c 0ns triicted‘ 
on the frontier, to mention but one example, were for a long timp «% ^ ^^^eys 

loss; and it was only the recent development of the Irrigation worts f ' fteav * v 
rendered them at all profitable. This point is more developed e l so . v j * . hdS 
Finally the claim urged on behalf of the Government that its cieditT T *'* ^ 
India to borrow on relatively easier terms than would have h ^ u &S Clla ^^ c ^ 
w erc under indigenous rule, and that this saving ought to 1 ^ ^ ^ ^ 

compensation even in the most unproductive item, i 8 ^ , 6 X ' e S ar ^d as some 
common money-market, such as London was in the l as t 7! ^ lUltoQa kle.§ I u u 
borrowed, with a sufficient good credit, would obtain th> ^ ' ever y°** wht 

verbially uncertain Governments of the South African P ^ terms * The P 1 ' 0 ' 

same period able tomorrow at terms not materially vn werc during the 

' different from tlioae offered ta 


India 


Up. India in Transition lor an analytical study ,771^— 
in industrial or commercial projects. J W Uet g u j u to ) ---_ 

+ Sec the chapter dealing with the Debt oi IndK 1 * ore ^ u capital invested i 

X See the next part ol tlie chapter on public unti arfc IV. 

§ Saus Sir T. Morrison (Cp. Cifc). “ England’s crcdtf 
than she could otherwise do, und as a matter oi iact ft f i; enab k‘d India -u 

. 6 to 8 % on i J?l la and H^i°u bor row 


WIU'J. tt .rjv v»w, uuu qo tt lilUU 

than Japan, which pays interest from 6 to 
India borrows at 3} % per cent. The gain 
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dia. In fact the Government of India, by creating a precedent of high guaran¬ 
tees at the start, precluded themselves from obtaining better terms in time when 
money was easier. And as these loans were for a long period they could not avail 
themselves of a more permanent decline in the rfite of interest as was the case 
between 1875 and 1895. (d) As regards the private capital invested in India by 
foreigners for the development of new industries like tea or jute, the argument 
<1 increased wealth and employments to Indians would be irresistible if the capi° 
l;dist was restricted to the fixed economic return on his investment. In India the 
opening up of new Industries by external capital has all along been conditional 
upon all the best advantages of the new industries being permanently reserved 
for the foreign entrepreneur. The analysis of a Balance sheet of a typical firm 
is unreliable in such an argument as the present, as a scrutiny of the Balance sheet 
does not enable us to determine the amount paid away in salaries to higher offi¬ 
cials who are almost exclusively non-Indians, the amounts set apart as Reserves, 
the turns paid as managing commissions &c. The advantage to the Indians 
from the creation of new employment is set off by channels of previous employ- 
' ment blocked by the competition of these new ventures. And the condition of 
employment, if/we are to judge from the perennial disputes and scandals connected 
with the tea industry, .are scarcely human. We, caunot therefore, accept in this 
connection the analogy of countries like Japan, or the U. S. A. which also have 
heou obliged to develop their local resources by foreign capital. In these countries 
capitalist must content himself with the fixed economic return on his invest- 
control,direction and conduct of the enterprise being in the hands of 
ila ^ ‘ <U1( ^ ca rried on by them under the sovereignty of their states for 
the country« benefit. Enlightened opinion cannot object to the development 
,ol our resources by foreign capital if necessary. What it objects to is the per- 
,n ‘ ,,lul mortgage of the u.uional resources to such foreign capitalists, to the control 
v bi, !; they indirectly obtain of the. national industrial policy, to the unreasonable 
comhiions of employment to indigenous labour which they offer without fear of 
the interference by the State as guardians of the interests of labour. 

We need scarcely labour the same point with regard to the items of civil and 
military charges. In a self-governing or independent country the phenomenon 
would be Impossible, i here is nof even a semblance of justification for these 
charges, which, instead of being progressively reduced, are pemiially increased 

on the Whole then wc cannot but object to the expenditure of tire Government of 
India in England or grounds alike of nnliti, i • • , , ■ mcnt ot 

, d, Ke 01 Political principles administrative conveni¬ 
ence, and economic utility, and must .Li.- 

: >> m ,nU8t suggest that immediate, effective steps 

be taken progressively to reduce this , v . ep9 

, , * ... / . r , ™ expenditure by discontinuing the recruit¬ 
. „ \ outalde rndla » I >y adopting energetic 

measures for the repayment of our unproductive debt and of the reduction of 

all external indebtedness, and by all other such measures as would guarantee the 
abolition of this charge in time before revolutionary steps of repudiation of 
such obligations come to be suggested and adopted. 
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PUBLIC REVENUE OF THE GOVERNMENT OF INDIA 


CHAPTER i. 


GENERAL CONSIDERATIONS ON THE CHARACTER OF PUBLIC REVENUES 

XXXVI.--NATURE OF PUBLIC REVENUES. 

Before considering the revenues of India, we must understand . clea *Iy 
the nature of Public Revenues, (b) the principles which should govern these r 
venues, (e) the most equitable methods by which pub lie, burdens should be 
tioned on the community, (d) and the diilerent effects of the various b‘ ^° l 
these revenues. At the outset of a discussion of the Public Revenues [ ^ S 

these general considerations aiv necessary as much for the clearer u j s ^ a ^ e 
preciation of the subject, as for the great importance of Tax Revenue/’ U ^ ap ’ 
gets of all tl ( ie leading countries.* We may indeed, be inclined to h" ^ ^ 
trine of Proudhon that all property is indistinguishable from theft •' ° Pt ^ d ° C * 
be induced to accept the Socialist position that the interests of „i m may evei * 
ces demand the abolition of the private ownership 0 f the ^ . " P lClty lu 
•tion, as well as of production by private enterprise, So ^ meate f P^oduc- 
tructed state all private incomes would be in the form of ofjj : V 1 pi °P erl y cons- 
from an all embracing activity of the State, which should SalfU ' ie8 ’ derived 
surplus from industrial enterprise which now goes to the m i aU the * 

personal advancement: But even if we be convinced of tr PCTS ° nS f ° rtl,eir 
mg tax system must nevertheless be studied, and ma - UUS Potion,. the exist- 
if for no other reason, in order to realise by this i ' ■' UUCd wd * 1 improvements, 
system the very ideals of Collectivism. { n ^ '^ )ls,ti <>ual measure of the Tax 
system has been analysed,and critiscd, and i nin ' > pa « re3 the Indian Tax 

been suggested according to the maxims and ilhlZTT! * nd aiUli tion s have 
_ _ 18 ”' d ***» * MO. oh4, M . 

* Says Colm, “ For the modern state the tax and the ——"—- 

ther... .so long as private property continues to be the nindafooutS \\ uTuV ure . bidlssoUibtvT-— - 

basis of industry and of the public economy, the tax must also nece^arilv& toj* c 

the corner-stone oi the public ftnance. ,, ■. ,lrUy ^onWnue to t* til 

IUUul lou a Ul 

(The Science oi finance by Gustev QM \ translation by T. B. Veblen Art. 194 p ^ 










As the bulk of the Public Revenues in the leading States are composed of 

x 1 II ii. Q inrmirv bv an analysis of the nature of a lax. 

taxes, we shall commence the inquiry _ . n 

WHAT IS A TAX ? The definitions collected in the Foot No e ( se 
give undue prominence to only to one kind of tax revenues, the D''e 


The clear perception of the burden by the tax-payer which would serve to 

bring oUt prominently the element of compulsion is possible onl} in the^c taxe-^ 
bu\ because the relation of the burden is not so clear in taxes upon commodi 
ties i ir * ln charges for services, they are none the less real taxes. Again, though 
it may be conceded that in every case, where there is a possibility of obtaining 
a quid pro quo the payment made by the citizen may be rather a price paid for 
utilities purchased than a compulsory contribution irrespective of any benefit 
received, it musj; be-remembered that not in every case of a charge made by the 
State for a real service rendered has the citizen either the power to co-relate the 
amount paid to the utility or service obtained, or the option to forego the payment 
altogether. In almost every case of a public monopoly of any service or utility- 
the Post office of England, the Railways of Prussia, the Tobacco Monopoly of 
France and the Vodka monopoly of Russia—the citizen cannot avoid the payment 
of these charges, short of discontinuing altogether his consumption of those utili¬ 
ties or services ; and as most of these utilities or services are of primary impor¬ 
tance, the specious alternative of refraining from consumption, though possible 
in theory, is unthinkable in practice. An intelligent and sympathetic govern¬ 
ment does, indeed, always endeavour to adjust its charges for the monopolised 
utilities or services to their true commercial value, but the retention of the abso¬ 
lute # power by the State to enhance these charges at its will and to suit its own 
emergencies regardless of the true commercial correspondence between the 
price asked and the utility offered, served effectively to distinguish these charges 


u true commercial valuation. This is apart from the fact that we have no 
means of knowing whether even the initial charges are really’ fixed according 

}' .Lercy-Boauileu’g definition: 

L impofc eat. la, contribution exlgie do chnuuu citovon pour, aa part duns les depends du Government 
81 cefcteformulo strnblc trop ruodcste et troo empinciuo on peub recourira la aulvant- L Impotent 
le prix dpa service que rend, ou q*a rendu, 1'et.at, 11 represent® en outre la part, quo t.liuque cito>en, par 
application du principe de la udUdarlte natiouie, dolt supporter dans lea c harges do toutc sorte et Unite orl- 
glue oul peBent flur l etat. 

(Traite de la adenee do Financca Vo!.* i p. 151 Kdn. 8). 

“ The tax is a contribution exacted from citizen for Ids share of the expenses of Government. If 
this formula seema too modest and too empirical wc might have recourse to the following:—A Tax is the 
price of services which the* State renders or has rendered ; It represents, besides, the part which each citlypn 
according to the principle of national solidarity, ought to bear in the expenditure of all kinds and of av?"’ 
sources which press upon the State. " iu,u 01 e ' cr y 

Definition of Taussig:— 

“ The essence of a tax, as distinguished, from other charges by the Government fc fh* , t u A 

quidpro quo between the tax-payer and the nubile*authority. It follows that r 0 a 

«ory levy’ "(Prim Ipl a of economic • Vol. II Oh. (16 0. 483) 1 ‘ necessarily « compul- 

Definition of Prof: Adams:— 


“ The rcaultx of the foregoing analysis, not alone in this chapter but in thp nrAvimio ,, 

be summarised in the four following statements;— p ev 0U8 chapter as well, m*y 

Pint From the point of view«. f the State a Tax Is a source of derivative revenue. 

*'« <» ««.y “v«. m. i. W 

Third:—From the point of view of the citizen, a tax is a coerced payment. ‘ 

fourth:—From the point of view of theory, u tax is a contribution from individual for common bone- 


(The Science of finance by B. C. Adams). 

Definition of Prof: Bastablo: - 

“ A tax is a compulsory contribution of the wealth of a person or body of persons for the service of thf 
public powers. n 

(Public Finance p. 283). I « 
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to the true commercial principles. We do not. know if the uniform penny 
Postage in England really represented the true commercial cost of the service 
rendered. Judging merely from the huge pre-war profits of the English Post 
Office it seems to have been much in excess. But the fact that Parliament could 
and did alter these charges for reasons entirely non-commercial is enough, in our 
"judgment, to distinguish these charges from prices for (.services charged on 
commercial principles. A proper definition of taxes would, therefore, include all 
payments made to the state by individuals or corporations, residing within the 
jurisdiction of that State, directly or indirectly, under obvious or imperceptible 
compulsion.* The existing social structure being founded on private property 
and private enterprize'these payments will necessarily be derived— and therefore 
a deduction from—private wealth. Such a definition would comprise' no^ 
the Taxes Direct or Indirect, commonly so-called, but also the so-called Fees a n[ 11 
other charges in which the individual must make payment': i n fact, whereThere 
is no real correspondence between the price paul and the utility obtained no 
real option to obtaih from other sources similar benefits by similar paviueidT 
As the fund made up of the proceeds of such charges or contributions is held 111 
lectively, and not ear-marked in distinct portions for separate, specific pjirpy^, 
we may add that these payments arc made into a common fund for eomuion 
fit. This addition will also serve, to emphasise the sense of national solid, .T 
which is indispensable if the financial system is to be well administered -j- !l ^ 

Having cleared our ideas respecting the ijature of a tax \ve shall lloxt * 

Af briefly some common misapjJifeheusions. Proposals for new taxes 0 . C 
for reform in the existing systems are often questioned on the <r» ^o^Uons 

' ground 


<SL 


of 


want 


We liavo Used the tenua “ Individuals or corporations rcaidiug within tl* i., ? .» 

In preference to the commonly nccepteil yfcinoe rltfwiu. In order to indicate that !«, U . on of that state - * 
income and property taxes are paid by eitjuna. as well aa lorelgn subjects resident? ni 1 • a ^T ,> States 

aud of course all consumption tuxes by all residents alike. uenU or domiciled in the "y t' 


aud 

currently adopted 


f The comparatively wide conception of taxon accepted above i*, it Mu Tn 

intlv adopted orthodox view regarding the nature 01 a tax. The dlatiLtm tUe8S to say, . 



a*s« 

ijjtate, I 
service 
(3) 

knd e‘xM Taxation 
to bo regarded more awliinore «f. “cettmt W 



» ^ ***** that 

S ^t^approacbesthe realUiUon^ of the 

arc cvt nuiaily replaced by theiWplus derived from the it> pro- * 

surplus being'^sufficient tor all the expenditure of the State on a 11 ? Co inmercbS r ^V* 1 ^ ull< till tliov . 1 I 
( I) The distinction between taxes proper, a*, they ate called v l ( ’ eH uot cap. k \ h Y‘ty of the stutil 2u' ! 
sustained on the ground that different principles have to be [he teea an ]. t !' 1 iwtaictarv retnnS 1 ^^ 

this ground is fallacious inasmuch an the difference in tyyyC ti J 'Z Q '\ nr *™ ft 

between the. Direct and Indirect Taxes, personal and property ,ev ytofe' and j¥$ 

and fees, or taxes aud charges for monopolised public services. ‘ ,,r °J>e r *y »o culled 



f o is not. a 
not ti 

revenue 


camphor monopoly in Japan are instances to the point. The inability of the lwJKi V,V i Tl 
such dues exclusively bi itd'bwnsovereign difthonty, and the effectiveness of comm l! 

tions in fixing these * .. ‘ ‘ 

revenue oi Prussia 


Saxes* Tht V;^ nU l mti blo 

iu Tndhi r , ,u ° lll e frou\ 

, m| Ui the nr,wit. ; 


, **,,-* , pront 

-—... . . I u . ■ - - - HR-( of comuetiHve r.il to ffiSWMrttttS 

tions m fixing these charges completely distinguishes them irom the Tobacco revenue ... iv , ," meri :'“ l c,, ndt- 

rovonun rW Prnccift UlIC'C UUd iv . 


23 



MINfSr^ 



178 

^/oi benefit to auy ascertainable class of indiduals. In the case of all taxes levied 
by the Central Government, at least, the attempt to correlate the tax burdens with 
benefits received is bound to prove futile. For there is a large class of the com¬ 
munity in all countries under our existing social system— the infants, the lunatics 
the disabled and the impoverished—who, by the nature of things, are bound to 
obtain very great benefits from the State for which they are themselves' unable 
to make any contribution. If taxes were nothing but payments for benefits re- 
ceived, the rich and the strong would have to make little or no contribution, 
the poor and the infirm would have to bear the entire burden. .Moreover, in each 
payment of a tax, the individual making payment is giving a contribution, not only 
for useful service rendered to him by the State, but also* for all the follies and 
errors of contemporary, or previous statesmen, and the consequent burdens upon 
1 he public; purse.* So also the idea that the payment of taxes is a sort of premium 
for insurance against loss of life or property is incompatible with modern notions' 

of public finance. The public expenditure for purposes of public security- _for 

Police, Jails, and Courts of law—forms an insignificant fraction of the total expen¬ 
diture in most modem States. And even if we interpret the phrase public 
security more liberally, and include expenditure on the Army, the Navv and military 
equipment—expenditure, which in reality, is incurred rather for aggression or, 
at least, the maintenance and preservation of national degnity and prestige 
than for the security at Home of the community itself,—we shall find the total'of 
sud, expenditure even in such obviously Militarist countries-as Germany or India 
a fraction of the total public expenditure. The doctrine, indeed, which would 
make tax —payments identical with insurance premia adopts too narrow a view 
uf the functions of the State, Howevel popular it might have been with 
the generation of J. S. Mill and Herbert Spencer, it is now no longer acceptable, 
besides, even accepting the narrow view the analogy of insurance premia is entire- 
lv 1 'liippln-ubh*. While the insurance company must replace the article insured 
■'ll u, less oi- destruction, or give equivalent, the State does not- except by way 
of .'])< ( ii.l grace—replace or give equivalent for crops destroyed by flood or enemy 
invade!. If one citizen 13 robbed by another the’Stafe will pursue and punish the 
tljief, but if he has destroyed or cbgsumed the stolen property, the state will uot 
replace it. 


XXXVII. THE ASSESSMENT AND APPORTIONMENT OF TAXES. 


ill principles govern* the assessment „( taM „ jM tl(sclMa whe „ j, 
lug with each particular kind of taxes under (he Man Beveuue System, ait 
they chffei very much according to the various kinds of taxes. The question, the 
fore, that is and must be asked in reference to all taxes : what will be their o.ffe 

■ See Kc/y Beaulieu, op» dt. 1 *8, 
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upon the country’s industry, upon the national wealth as a whole cannot be dis¬ 
cussed in this general section. But the question of justice in apportioning the 
burdens of taxation is sufficiently general to be fitly discussed here. The most 
celebrated canon of taxation laid down by Adam Smith is : — 

“ The subjects of eveiy state ought to contribute to the support of the Government 
as nearly as possible, in proportion to their respective abilities.” * 

The meaning of the term abilities, used by Smith has been differently interprete 1 
by the publicists and staternen belonging to the divergent schools of Proporti m 
al Taxation and Progressive Taxation. Under the former case the distribution 
of tax burdens would be made on a simple mathematical nrincinl. t a • ° U 
standard to indicate ability, and then demanding a given proportion f } 


individual according to that standard of ability. Whether or 


not the assumed 


standard of ability indicates the real ability of the tax-payer, the advocate if 
proportional taxation is not concerned with. The system of progressive taxati n 
arises from the desire to distribute the tax-burdens so as to bring about an v 
litv of the pressure' of taxation. This system, more in line with the latest deveh! '* 
ment in thescience of economies, tries to bring about an equality of ^ 

equality of pressure. Progressive taxation is based on the assumption that tl 

utility of income (or wealth) decreases as its quantity increases, and that ' 

* j Uttt , conse¬ 

quently, larger incomes, (or wealth) should be taxed at a progressively i ncr 

rate. In order to apply the system of progressive taxes with substantial * ^ 

in practice,.we must have a clear indication of what constitutes ability } ] ^ US * lCe 

differences in that ability are to be measured. A critical examination f ^ 

ing tax-system shows that, generally speaking, three distinct ° rlle exist * 

are accepted bv the different countries, viz : (a) Income (h\ P*, ability 

,lit,,re. ' . . PW> '- E., pra - 

\\\ 

Income taxes would apparently be the simplest and probably tl 
tific, if all incomes were derived from the same sources and 1 U lnos ' : s cien~ 
ditions of certainty, regularity, and continuity, had the T 4 <l sarae cou- 
and were of the same, magnitude. Hmlen- to Suppo$ 

The fact that in all systems where the progressive , s 
plied to Income Taxes, the Government l ias to elttbpr^ ^ 13 a(,Ce P^d and ap- 
refunds,. exceptions or exemptions and discriminations ■ ' °niplicated system of 
argument to emphasise l he impracticability if lt ^ ^ S01ne ^ mes urged as an 

Taxes under a progressive principle. But these i>° injustice, of Iucome 
seutial injustice or unwisdom of Income Taxes but' 1 ' ^ ^ not t>he es- 
existing system of private property and private T '° ^ lnhe?cnfc vices of the 
regime it would perhaps be more accurate to regain hTln^ r l,,dpr the existing 
as the embodiment of scientific, financiering ” _ .. Uvome not so 


embodiment of scientific financiering, an atto 
as it may be, to effect the gradual transition fr 


31 > tpuch 

H urn the nminmtf Ti t ?. Ulp ° tw >’ 

prize with the leq.it disturbance. No system of direct taxation of *,„'„** * 

worked satisfactorily unless this essentially transitory character and th<Tt °° 


ultimate aim of bringing about a redistribution of wealth is realised. Logically 
speaking such an attempt ought to result in taxation progressing at a rate which 
would absorb all incomes beyond a point which would be ample to ct^ver all normal 
and legitimate needs of the recipient, while all incomes under a point necessary to 
support the receipient in a reasonable degree of social comfort and in due effi¬ 
ciency should be entirely exempted from such taxes. The fact that nowhere do 
we find this logical conclusion realised, argues the timidity, self-interest or even 
misapprehension of the taxing authority, and not so much the inherent weakness 
of the suggestion. 

11 

The difficulty in the way of a proper working of a true scientific system of 
income taxes lias led to the necessity of finding supplementary taxes. Next 
to the taxation of income, the best indication of the ability of the tax-payer is 
his property. Taking land as the oldest and the most important form of property 
we find Property Taxes as important as they are wide spread and old. But the 
other forms of property arc relatively of recent origin, and therefore their taxa¬ 
tion is not important as that of Land. The difficulties of taxing all forms of pro¬ 
perty are, if any thing, greater than that of taxing Income. For property is 
frequently in transition from one individual to another, and there is a great risk of 
the tax being evaded in the process of transition. Moreover property of individuals, 
unlike Income, is seldom concentrated in one place. Its wide dispersion makes 
its successful" taxation by a territorially limited authority extremely difficult. And 
whether ov.mg-to its frequent transfer or to its dispersion, the possibility of evad¬ 
ing the tax is very considerable. 

'1 liese difficulties in the way of a proper working of the Income and Property 
taxes—or the direct taxation of wealth— have preserved the otherwise crude, anti¬ 
quated and uneconomic system ^ taxation on that indication of wealt h 

h is shown by an individual’s expenditure. Taxes on expenditure consist 
c il> ofJSxcise and Customs duties. As they are, geueraliy speaking, paid along 
and as a part of, the price of the articles of consumption, their burden is 
iul uailj perceived, by the actual taxpayer. It must, however, be noted that 
taxoi on expenditure, are not necessarily or invariably unperceivcd or indirect 
taxes. I he hcense duties payable on keeping dogs, cycles, carriages and horses, 
men-servants and motor-cars are as direct as any Income tail; As however 
the yield from these latter is never very considerable and as their assessment is 

>°al governing authorities, public attention 
is chiefly riveted ou the limited class of expenditure taxes, comprised in the Ex 
cise and Customs duties. In their rase it. should be illusory to maintain that the 
taxing authority can always apportion the tax burden according to the ability of 
the tax payer. Commodities thus taxed will be necessarily these which, being of 
universal consumption, will yield a considerable revenue. But precisely because 
they are piime necessaries of life, and therefore of universal consumption, the in¬ 
dividuals contributing will have to contribute lrt'ospective of their ability. A 


1$I u ‘ 

salt tax. a tea duty, an excise charge must he paid by any one using t he article 
taxed, regardless of the power to pay. It is sometimes urged in favour of these 
expenditure taxes,* that their essential characteristic is that the faculty on which 
they are based is not one calculated or estimated bv the Exchequer, as in the case 
of Income taxes, but one which the tax-payer imputes to himself. But- the 
plea is sound, if at all, in the case of taxation of luxuries'or superfluities. When 
the article taxed is salt or tea, or a piece of clothing which the poorest individual 
must consume, it is absurd to suggest that the individual gives his own standard 
of ability. He is, indeed, at liberty tp save himself the tax burden bv not 
using the taxed article; hut so he is at liberty to eat dog's meat, to sleep i n i rave 
yard, to starve to death. Wherever, therefore, taxation of articles of univers 1 
consumption is practised, the rule is attempted to be observed that this H 
taxes should be so framed *s would not impair the productive powers of the c*' "t ° 
But the two aims of getting the largest income for the State from these 
keeping up unimpaired the productive powers of the country, arc oftenT 
patible. The attempts to reconcile them by a system of refunds of eX ci 
custom duties on the articles once taxed being exported, or of exempt^ of t h 
goods intended to be used as raw materials for manufacturer^ of goo J a ar 
only clumsy in themselves, but often incapable of remedying the harm already 
done. 

Another argument in favour of‘expenditure taxes, which 13 sometimes 
is concerned with the power of the Stale, by means .of these taxes to V 
harmful consumption. It'is on this ground that excise duties i v lsc ‘Ourage 
* India are usually defended. But ( 1 ) merely to raise the price of" Uglauti and 
never, by itself, suffice to put a stop to its consumption however i u ' m art u lc wl11 
Not only there are classed which cannot possibly bp. seriously' affected **** 
increase in these taxes, and, therefore, there real burden of such t— " • &ny 

with disproportionate weight on the glass of .beer as against a bottle f T ^ iuU 
but the institution of such duties may often enable the des 1 2 ° Cham P a ^ 1 

to levyan additional tax for their own profit which can well hT ^ articles 
the charge levied by the State. The large annual income (9\ " °° ncealed 
States obtain by means of this taxation of injurious consul m ° reover that some 

cerity of statesimfii !J 8U»pioi 0 ^ • P ° tt ^oses the an* 

taxes to reduce consumption. They will never raise • l ^ ra ' 8 * u 8 these 

prohibitive limit, even supposing the mere increase in ^ * taxation to the really 
ing consumption completely, unless and until there is ^ Ue 18 ^^tivein prevent- 
mental principles governing the existing tax systen ta< ” C ^ c *’ an 8 e iff the funjAa* 

. way of regulating consumption %^~h»eping it within -*° r ^ ° Q * y e ^ ect ive 

articles the absolute monopoly of the State, whi^K „;n ^ Uuds *‘ s to make such 

> Jll ^ u then control * i 

fact-lire and supply as well as prices and sale. Finanllv ( 3 ) there x tte,luanu - 
mate differences of opinion about the real injury done to the consumer by 

♦ S«o Jb Ct. Pleraen Principle of Economics Y»l U. ’ — —• 
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Articles. Even Opium and Cocaine are useful medicines. Within limits'the consump¬ 
tion of intoxicating drinks, or tobacco or tea may be quite invigorating. Indis¬ 
criminate taxation,—and our existing systems can possess very little diserimi- 
nat j on _ on j v ends in unnecessary resentment, occasionally in serious injury. 

Taxes on consumption, therefore, whether considered collectively, or from the 
particular standpoint of the taxation on injurious consumption, have obvious 
defects. The specious pretext that they are automatically adjusted to the 
ability of tiie tax-payer is impossible to maintain, if wc bear in mind the relative 
values of different incomes, apart altogether from the fact that they will not 
reach all forms of income. They involve, moreover, a very costly machinery for 
assessment and collection. The greater the reliance placed iu any tax system upon 
such taxes the more munerous will have to be the articles taxed, and therefore the 
more costly the machinery to collect the-taxes, to prevent their evasion, to stop 
illicit consumption. The attempts to distinguish between luxuries and necess¬ 
aries, to institute an elaborate system of refunds and exemptions, to lav special 
emphasis on injurious consumption all confess the radical unsoundness of the 
system they seek to correct. It is fundamentally indefensible to tax the food and 
drink, the clothing and communications of the people. It hampers and often 
misdirects consumption, and generally defeats its own pin-pose. And vet we 
. cannot altogether dispense with the taxes on consumption or expenditure taxes, 
until the entire system of obtaining the public revenues is recast-. Taxes on expen¬ 
diture can only be defended on the ground that they serve to obviate the imper¬ 
fections of the Income and Property taxes, or that at any rate, they all together 
bring about a greater measure of distributive justice in apportioning tax-burdens 
than -any one of them singly can. But as consumption charges are usually indirect, 
;md, therefore, their effects difficult to trace, as people might conceivably restrict 
consumption and thereby hamper, misdirect or curtail production, the intending 
tax-reformer must, seek progressively to reduce, and narrow the field of such taxes 
and n.crea.-e proportionately the direct taxes, until, ultimately, the community 
comes into its own, awl dispenses with taxation altogether. 

I he puueding remarks will also apply to a large extent to the question of 
Direct, vs. Indirect, taxation. The conception of directness in taxation is not. 
yet so definitely settled as to render confusion in classification impossible. Le 
Boy Beaulieu opposes the following administrative definition 

♦*Tlie direct taxes bear immediately on persons their • 

They are arranged with reference to normal ancf’permanent eDJ T nent of wealth, 

nominative rules. ‘ atlon 1 they contemplate 

“ The Indirect Taxes on the contrary, are realised nmh, 
of an exchange as regards the tax payers, they do not contemn?? 381011 ° f a feot > of an act 
larly and periodically established, or realised;” nte “P iate nominative roles, regu- 

by the following scientific definition : 

g-- - - 

eliminate every kind el i.,tornie<llir, liotweei ftv 2sflBPk$SS£ '.mIS 

a rigorous apportionment of thotax to the income or the faculty. * ' a v 


i$3 

“ By the Indire Tax the legislator does not think immediately of the tax-payor and 
does ilot seek to impose a charge strictly proportioi al to faculties. The true taxpayer he does 
not contemplate to attain except by reflection, by rebound, by repercussion" he places 
intermediaries between the tax payer and the Exchequer, and gives up ( any idea of ) a 
strict apportionment of taxes in particular cases, contenting himself with a rough 
approximate apportionment.”* 

According to this conception of the difference between Direct and Indirect 
Taxes the case is overwhelming in favour of the Direct r raxes. A tax mi st not 
it is true, be judged by itself but in conjunction with other taxes * but even tl 
the direct taxes have some prominent and considerable advantages The \ 
more reasonable and are easy to collect.. , The temptation to evasion bv n \ 
claration of income, of false valuation of property is indeed great * but it can b 
greatly reduced, if not completely counteracted by such devices as tax hi ^ ^ 

come at the source, and valuing estates by expert valuers in the ^ 111 

They admit, moreover, of that sharp, easy, and effective application of the ' ’ 

pic of progression which is the only means, under existing conditions' ..fT'!''’ 
a quiet redistribution of wealth in order to otl-set the initial disadvant » , >.■ f i* 
existing inequalities. The extent, in fact, to which direct taxes h-^Tr, °i. ' ^ 
indirect taxes in any country is an unfailing indication of the decree f ' 
advance of that country, abandoning the old, unjust, injurious id eas ^ 1 . 1K>htlCal 
tiou and claw privileges, in favour of the modern, equitable, ideal 0 f equalit^ ^Y' 
rights and burdens of citizenship, and justice- proper distributive justicL ] ° 

man and man. Besides being more just Direr t taxes are more elasti ctw veil 
productive. A slight increase in the rate will mean a eoivyderald,. " Ulorc 

the vinlii. In the nresent. war the yield from direct-taxes i.. * \ a< * dit ion to 


- ^ t v “Murat)i^ 

the yield. In the present ^var the yield from direct-taxes increased 
to 1913-14 in Eng’ 
increased by 100 %*f 


to 1913-Id in England bv 730%, while the yield fion. T^ ^ CO * UpamI 

i?oni \ indirect Taxes. . 


• he Huy Bealieu “ Scielicc'V.C Finance Vol. 1 p. S05 Edli. s> 
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comport <*nt 


nclleinout 

entre 


vls-,v\is le eontrmuame u«wwuoiiunatu| Lining * t4,c u un act?? r ?!p' ^ominuUis lil 
lui et le lfcc, ctil chert he une proport umnullte rigourcuse dcV lnS£ pri, l ll « done , ct UroiLrticm- 

. t pot a lft fortune ou ,v ! nU, I ,nedi ^ 

T> a r i indirect lc le^latcur nc vise pas iinmediatemeiU u . 1X fac uH*J. 

nortionnalitc approximative en gtu *. Particuli ers ^ediefc, <»ntrc Iui ci, 

* „ ' h0 Con tenent 0* mm pro* 

t UK * loia-n, 


tOU-15 


Customs and Excise 
Direct Taxes .. v 


74. 

85. 95 


iOlG'lo. l‘)io*17. 
W.-W* Mil 1 '!,?%.Sterltnu.. 


108.4d 


1.20.8a 

109.26 


127.20 

a^o.ai 


1917-18. 


110,08 

503.01 


N,B. -Leroy Beaulieu maintains (Voi. 1 op elt ) \u lU 

that from Indirect Taxes and less productive and trie* yh '\& from dii*#* , 

England The contention js unreliable stnfe. ° i )rov e Ids contentuL, k ux<:S *» less elastic than 

(1) In the period selected the extent and operation of dim * , 5 r#te *w* to U, e cose "t 

(2) The changes iu the rates were dteprohortiouutek diir^A*! a i X( * was very n 111 «f , . 

War in the Indirect and Direct Taxes ; aud Ueuce of courfc ih, * vul\ n 1>crlml * <■? ctmuvL 1 ! ln Finance. 

<:» The Increase In the Indirect Taxes .moreuvor i.my l „ Z Y% ,lln ; ure *>* i ' ,lk " "" 
to pay but of increasing population and increasing consumption Anthpjm n. , Uot m ti 


ttyo Crimean 


s ( ) nueu\ wimh- uu» w v pu .n, miv. iiium upatlieiir * 0,1 o 

pa ns Ohs drawn from such period are thereioro inapplicable since the conception oi .. nmi 

translates iteelt into the structure of the financial system. otato uuvc«»t, nr jj 
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The defects of Direct Taxes, as we conceive them, have already been mentioned 
above while discussing taxation of Income and Property. But these disadvan¬ 
tages* as already observed, necessarily result from the fundamental evils of pri¬ 
vate property and vested interest. It is the aim of Direct Taxation to remedy 
these evils; but they may in the first years, and until carried out to their logical 
conclusion, themselves be made responsible for these evils by those who cannot 
or will not admit the radical vices of our existing system. Thus, to mention 
but. one instance, it is alleged that the direct taxes do not allow the State to reach 
all classes of wealth, and that, therefore, they exempt a large class from the tax- 
burdens. But the persons exempted from the operation of the Income and Pro¬ 
perty Taxes are precisely those who have little or no wealth which can be taxed, 


and which would yet permit them to lead a descent, human existence. To at¬ 
tempt to bring such persons under the pressure of taxation, in the belief of neces¬ 
sity of making every individual contribute towards the maintenance of the State- 
or with a view of a more equitable distribution of tax burdens, by means of indi¬ 
rect taxes on food or drink or clothing or conveniences, is to levy charges for those 
■ who cannot supporf them, and thus to intensify the original injustice. 


As against the Direct Taxes, the Indirect Taxes have certain disadvantages. 
They can never be proportioned to the real ability of the tax-payer. The attempts 
to obviate this defect by seeking to tax luxuries in preference to necessaries, or 
by introducing considerations of quality are all futile, as shown above while dealing 
with Expenditure Taxes. They are, moreover, bound to be an impediment in the 
wa v of Industrial development, even when they do not end in a hopeless mis¬ 
direction or perversion of a community’s material resources. As a rule they cause 
an artificial distribution of industry, and will naturally favour large scale produc¬ 
tion to the injury of the small production. The tale of modern tariffs is too ob- 
N , "us a confession of incompetence to need further elaborate demonstration, 
r.iritis may, indeed, under peculiar circumstances be necessary to overcome a 
puiod of.initial disadvantages. But their retention beyond the day when those 
early disadvantages are overcome is absolutely indefensible, arid leads inevitubly 
to an artificial distribution of industry. And, though this is a reason derived 
from the technique of tax administration, it must be mentioned, that the Indirect 


1 axes arc costly to collect, not only because they require a well paid, widely spread 
staff for collection, but much more because of the withdrawal of such a large num¬ 
ber of young persons from the more productive enterprize. The loss sustained in 
the actual pay given to such tax collectors, rent' of offices and other establishment 
churges can be easily calculated; but the loss to national wealth by their withdraw 
al from productive industry is impossible to calculate. In face of these disadvan* 
tages the alleged advantages of Indirect TaxesThat thev are less felt less 
unpopular, more voluntarily paid, can all be easily discounted. Even admitting 
that they are less felt -it is doubtful if the change i„ the price of sugar or tea 
m cigarettes will not be felt and perceived by people of low incomes— that is scar* 
eely an advantage in countries whose governments are based on the democratic 
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principle. The advantage of Indirect Taxation* to alien or autocratic Govern¬ 
ments, anxious to obtain the greatest rovenue with the least realisation of the 
burdens, is, of course, indisputable. Their alleged unpopularity must be, and can 
only bo, accounted for by the intense conservatism of the average individual who 
regards all old burdens as good burdens in spite of their obviously detrimental 
effects; and as those indirect taxes are old standing, they are, of course, less un¬ 
popular. The fact of their being paid voluntarily may be doubted, though the 
allegation that fchoy aro paid unconsciously may pass muster. The attempt to 
escape payment by altering or reducing consumption may prove ultimately 
injurious in the interests of national efficiency. 

The following grouping of the Direct and Indirect Taxes is taken from the 

well known authorities : — 


Le Roy Beaulieu’s 
Classification. 


Bastable s classification of P,.; 
and Secondary Taxes P m * ry 
(Op. Cit. 


P- 280*) 


Direct Taxes. 


Income Tax 
Land Tax 
Tax on Persons 
Succession duties 
Donation duties 

License Duties on caxriages, horses 
dogs, men-servants &c. 


Primary Taxes. 

Taxes on land, on business and car 

“ ewamga (o£ 

bination of these give the general ll 
and Property .Taxes.) " 0Iae 


Y.\ 


Indirect Taxes. Secondary Taxes. 

Taxes on commodities and articles Taxes on comtnoditi<« n? 

of consumption Taxes on communicati ^ ^ U3 * ona8 ) 

Stamp. ■■ 

Registration dues. ^ons. le 6 £ w. transac- 

iaxes on transfer r>f 
Succession duties. l ' t0pCTl - y - 

We hare given in the next article the grouping 61 [) x 
ing as closely as is possible under the ciremastai ^ <l ^ lan ^ ov °nues, follow- 
distinction. C0S " '"* U; ^iantific principle 
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XXXVIII. CLASSIFICATION OF THE INDIAN REVENUES. 


The revenues of India are derived from the following sources : 


Heads of Revenue 

Accounts 

1915-16. 

Revised 

Estimate 

1916-17 

Budget 

Estimate. 

1917-18. 



£ 

£ 

£ 

Principal Heads of Revenue 




i. 

Land Revenue. 

22,031,161 

22,063,500 

22,261,500 

ii. 

Opium. . 

1,913,554 

3,153,100 

3,389,300 

in. 

Salt. . 

3,647,587 

4,785,900 

3,972,900 

IV. 

Stamps* 

5,433,632 

5,820,900 

5,965,400 

V. 

Excise. 

8,632,209 

9,152,500 

9,291,700 

VI. 

Provincial Rates. 

41,845 

30,500 

27,600 

VII. 

Customs. 

5,873,886 

8,669,100 

9,394,800 

VIII. 

Income Tax. 

2,090,109 

3,568,100 

5,109,300 

IX. 

Forest. . 

2,074,425 

2,294,900 

2,246,700 

X. 

Registration. 

518,879 

541,900 

554,300 

xr. 

Tributes from the Native 





States. 

609,128 

604,100 

617,000 

• 

% 

'foty . . 

152,866,375 

CO, 681,500 

62,830,5(XJ 

XII. 

Interest. 

1,096,417 

1,110,100 

2,095,700 

XIII- 

Rosts and Telegraphs. 

f 

.3,787,478 

-*— 

4,176,700 

4,345,700 

XIV. 

Mint, . 

101,918 

624,600 

139,100 

Receipts by Civil Departments 


/ . 


XV. 

Law & Justice (Court Jails). 

413,545 

41.5,600 

419,500 

XVI. 

Police. . 

299.225 

332,800 

331,000 

XVII. 

Ports and Pilotage. .. 

125,394 

119,700 

117.500 

XV r III. 

jKducution. .. ,. 

295.036 

299,300 

305,300 
























• . 



» 

* 1 

1 
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XlXA. 

Medical. ... 

• 77,248 

82,200 

80,900 

XIXB. 

Sanitation. .. 

16,057 

27,900 

20,100 

XXA. 

Agriculture. .. 

78,265 

87,600 

102,700 

XXB. 

Scientific & Miscellaneous 





Departments. 

131,735 

175.500 

•, 1 1 ■ 

192,400 

* 

Total .. 

1,579,904 

1,694,400 

1,706,300 

Aliscellaneous 



to > 

XXII. 

Receipts in aid of Superan- ' 



8 v» 


nuation &c. 

213,927 

218,600 

216,100 

XXIII. 

Stationery and Printing. .. 

'89,134 

92,100 

86,900 

XXIV. 

Exchange. 

74,254 

149,700 


XXV. 

Miscellaneous. 

302,173 

U 349,100 

440,000 


. Total .. 

679,488 

806,500 

743,000 


Heads of Revenue. 


Accounts Revised 
1915-16 Esti matu } 

• 1916-17. - J 


«y 



Railways 

XXVI. State Railways (0ros3 Re 

eeipts). .. .. 33,176,193 4l.681.5oo 

Deduct Working Expends .. .. 19,686,677 20,010,030 20 903 

Surplus profits paid to the (J >mpanies 5 

Jitc. « .... 603,827 7*0 o OA 

-,_^.800 780.09® 

Net Receipts .. .. 17,885,689 20 889 ^-— * 

. ,bb2 > 700 20,159,200 

XXVlil. Subsidised Companies (Oo- 
vermnent share of Surplus pro¬ 
fits and Repayment of-Ad stan¬ 
ces of Interest) 

Total .. 

Irrigation 

XXIX. Major works Direct Receipts. 

. Portion of Land Revenue due lu 
Irrigation .. .. 

.XXX. *Minor works; aud Navigation. 

Tdfcal .. 


--__ 93,900 93,800 

il? 7,103 20,981,600 


2 = 737,991 2 , 920 , 


500 


20,253,001) 


2,972,200 


1773 ’ 72 ) 1 . 755.600 

wsra m.mo '*** 

. -91,900 


1,179,079 4,979.500 6,125,30a 
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Other Public Works. 


XXXI. Civil Works , 

304,035 

• 306,800 

285,200 

Military Receipts 

XXXII. Army Effective 

Non Effective 

816,434 

123,509 

• tl 

897,500 

122,400 

863,900 

122,400 

Total .. 

939,943 

1,019,900 

986,300 

XXXIII. Marine 

XXXIV. Military Works 

1 1 

223,263 

78,574 

373,200 

'76,700 

260,000 

80,000 

Total .. 

1,241,740 

J.407,800 

1,327,100 

Total Revenue . 

84,413,370 

96,834,500 

98,850,900 


XXXIX. 

They may be conveniently divided into the following main groups : 

i 

(1) Land Revenue This must stand as a group by itself not only 
because of its importance financially speaking inasmuch as one fourth of the 
total revenues are obtained from land, as also because the process of obtaining 
the revenue from land is connected with the principal controversies in Indian 
Finance. Whether Land Revenue is a tax or an Income from public domain :» 
whether it ought to be fixed permanently or temporarily ; whether it should be 
collected from large land-owners or small tenants ; whether it should be collected 
in kind or in cash; are all interesting questions, the solution of which concerns mpst 
intimately the national wea\Jh of India. Agriculture being the principal, if not 
the only, source of the living for the people of India, the policy in connection 
with t in Land Revenue is as important to the people as to the Government. 

(2) i h® next group will include public income from Taxation. Adopting 
for the sake of convenience the common division of taj revenues, we may further 4 
Bub-divide the group into (a) Income from Direct Taxes and (b) that from Indirect 
Taxes. The former include all those taxes paid directly by the tax-payer to the 
Government without any possibility f or him to transfer the burden of his 
taxes to some one else. Under this definition the Income and other 
assessed Taxes and Provincial rates would have to be "regarded as Direct Taxes 
Land Revenue, which we have classed apart, would furnish another instance of a 
direct tax. The Indirect Taxes are, by implication of the foregoing definition, 


The Total Kevenue of India were divided in the first. TUt Ado* r n 

.!• ms» rjf® 


Customs 

Salt 

Opium 


<j. Kail way Traffic .Receipts 


1.00,05*080 
2,68,07.030 
3,78.20,490 
6,06,6J .220 
4.17,67,370 
33,07,000 


Total 


m 88,03,60,000 
















those which permit the original tax-payer to shift his burden : these in India 
comprise the Salt revenue, and the revenue from Excise ; Customs Revenue, 
Stamps and Registration Receipts. 

(3) The next head is somewhat peculiar. We include in that group all rove 
nues from public monopolies like Forests and Opium. At first sight Revenue 
from the sale of opium appears akin to Salt Revenue or Excise. As a matter f 
fact a considerable portion of the revenue derived from the con 

opium within the country is credited in the Public Accounts under the head ^ 

Excise. But the general principles of cultivating poppy, 0 f manufacturing L urn 

and selling it, are so peculiar; and the State in India ha* s„oi, 

. i .-ii 1 a complete control ' 

over these processes that we cannot simply class the entire Opiu ni p 

branch of Excise Revenue. Besides, Opium Revenue is essentially eVenUe ^ a 

Revenue at all. Between 1857 and 1907 the bulk of that revenue ^ 1 

from the auction sales of the opium grown and manufactured as a n L * ^ denved 

Government of India; and though that position has materially alters \ ^ 

last ten years or fiiore, the main principle of monopoly still endures ^ ie 

regards Forests. It is possible to group Land Revenue and i ^ S ° dS 

Forests together. But owing to a controversy as regards the ultimat 

of land in India, we have shrunk from adopting a classification wfii.] • lers ^‘P 

gest an unreasoning bias in favour of one bide of the controversy '* su o~ 

Forests constitute a magnificent public monopoly, the treatment of • same 

methods of raising Income from which will be discussed in the "^ich and the 

The only reason we need add here for grouping the revenues from o' p ro P ri ^ e place. 

together is the somewhat anomalous character of each of pUlni,an d Foreste 

resemblance in fact to a monopoly. ’f^ins, and their 

(4) The fourth group ii^udes income from all commercial s 1 ' • 

Irrigatiou Works and other Public Works, Post Office and = Railwa ys 

Mint. As regards the last item the receipts and charges i n ° arui the 

are not very important, except possibly historically. We shd!?***** 1 ^ with ifc 
speak of the policy in connection with the Mint i n the S f !v • laV ° ° CCasiuu 
Currency and Finance of the couhtry. The receipts in Utl ° n ^ ea *ing wi 
and Telegraphs, though not much in excess of the charge 

as already hinted at. of considerable increase ; and We ^ W the aamo > are capable, 
the directions in which a more profitable Ua e 0 f thes SUggest atiU more fully 
The most important items of thi» group, therefore ar^ d ° partments can be made, 
and Irrigation Works, whioh are financially more ancT 1 from Railways 

and which have a most vital bearing on the ? ver 7 year; 

(5) In the next class we may include all the miscellaneous R C ° Untry ‘ 

partmental Income, Civil and Military. We may also add to this a ? d De- 

Tributes which could not logically be included under any one of Ul<3 P lu ® ffom. 
catagories. Essentially a political charge, the tributes would, under T ! ‘' evioas 
able system of classification on an economic or financial basis, lend tbemsolvo ' 


to 

e* »lth. the 
^ itli the Post 


to an easy grouping. The total income from Tributes is nearly a crore of rupees 
representing less than one per cent, of the entire income of the Government of 
India. 

k HBa ; ^ ^ tt 

(6) Our classification has so far left out the important item of Interest. The 

income derived from interest on loans made to Native States, Provincial Govern¬ 
ments, or other Local Governing bodies, amounted in 1915-16 to £1,096 416 or 
nearly 165 lacs of Rupees. Against this income we must set off the much larger 
figure of interest payable by the Government of India on its numerous financial 
obligations. As the subject is one not purely of revenue, we have thought it more 
appropriate to discuss it in one place under the general discussion of the National 
Debt of India. 

A fuller discussion of the principles governing each group of these revenue 
and their position in India will supply the scheme of this part of the thesis 
To these we shall add two more sections:one dealing with the question of addimi 
to or improving the sources of public revenues in India, the other Slimming 
the general conclusions arrived at in this and Part II. We shall complete this 
study by exhibiting a budget of the Government of India as it would be if the re- 
commendations and suggestions su far made were adopted. * 


t0 ," le Prfmrlple of convenl- 

S“**“* 1 SM “sfaunps Jf°eXtrtu nt ^Jifrk wm“ld nflpw?a*'Ita^cnms 

|V k .■ r < d ? n ^ and Telegraphs •nirnlua r ?J Jon \ [nC0IIie Tax, the profits from lrri- 

.Ktumuui, Interest and possibly Tributes would tfumH’ ?, u y - pepajtmentftl receipts, Opium and Forest 
df lux over Aon Tax Bevenues may be a ream n < w2?f dcr< 5 1J Biivonueft. This predominance 

V*Z : Land Be venue and Railway ‘uroflt* on ’ but for tlm Iuct tllc tn, ly f a *<c d Bevonue 

treated as if they f J )rcv Hlcnt iiii.sapprchenpion as to their real nature arc 

Humm ing reasonB for r^dW ^T^.° f a pubUc T , rxcon, V- WliUe dheuxsto each of these items we •lmll 
fore a Tax eg d ng eudl of UmQ ;n a ‘ Auction from the 'wealth of the individual,-and thorn- 







• VIQNV i° 


CHAPTER III 



<SL 


XL LAND REVENUE. 


1. GENERAL PRINCIPLES. 

The principles which govern the levy of revenue from land appear to bo dif¬ 
ferent in different countries. India, in her various provinces, seems to possess a 
variety of systems which, not only do not admit of a similarity with systems of 
land Revenue prevailing elsewhere, but which, even among themselves .show- 
no uniformity of maxims or working. To understand the naturehnd eff 
the Land Revenue systems of India properly, we shall first summarise the mmm-al 
principles, which, experienced and economic reasoning show', ought to ov & 
levy of an income for the State from the land; then trace the develop mem ^ T 
general Land Revenue policy of India and to describe briefly and ^ 0 ' 6 

ing Indian Systems, and finally offer suggestions on the entire system, && 

GENERAL PRINCIPLES. 

* t A 

Taxation of land in one form or another has been practised i n 

country, since land is the commonest, the most obvious and th 3 Hhost C1Vlllse< * 

i ble form of national wealth. The excuse for such taxation generally ‘ . accea f*“> 

that the establishment of public security, and the construction, of ro .‘ td ^ ls ‘ 

benefits landed property more directly than any other form of'pro erf^ canaI,s 

moreover, in most countries had originally belonged to the com mm A • Lan< *’ 

though private property in'iknd has since as generally been recoonisol ' 

prietor of to-day may yet be considered without injustice as tlm u ' F °~ 

community. We may consider the land tax as i n theory nothin *' ° f the 

mic Rent due by the tenant .to the community. The feud-,] [^ the eCono ' 

ownership of the Sovereign seems to countenance this vie' - '' ° £ ultimate 

Europe has witnessed more acutely the conflict between tl^p ^ Continenfc of 

private property in land and’thc feudal conception r ' conception of 

in England the private ownership f or ;l || ° Sovereign rights. But 

completed, even though the theory of i., „ P ur poses was very early 

. toe English f’r. 

even to-day to recognise the ultimate .ownership >f j] i , Unon kaw seei PS 

being vested in the Sovereign. The alienation ^ototh ^ ^ *s 

muniticence or extravagance of the successive rulcrs^ed^fc ^°' Val 1 ' ortlain % the 
of the private Revenues of the Sovereign ag ^ SU< ** a ^tninutiom 

on the supply voted by Parliament, in England, t-heretore! t rt'tho t>P ' : ' ndent 
time the revenue derived from the Royal domain u *<■> „n * Present. 

-* , 1 III exit ftvj lll\v jj ' 

to suffice even for the maintenance of the Royal Family and thus ^ 5 
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amount to beyond half a per cent, of the total pre-war revenue of the United 
Kingdom * In the countries of the New World and in those recently settled the 
right of the State to the virgin powers of the soil has not thus been alienated. 
The necessity, however, of properly developing these untried resources has led the 
Government of the United States, the largest owner of public domain in the whole 
world, to attract the investment of private capital in the development of the land 
on terms almost too generous. A settler in the United States can acquire over 600 
acres of land practically for no payment at all. Such an alienation of public do¬ 
main i n favour of the proprietory ownership of private individuals cannot but be 
regarded as tending to rob posterity for the sake of the present development. Nor 
can the policy of the Australasian countries in their wholesale sales of public lands 
with a view to secure an equilibrium in the balance sheet be commended. It 
scorns to be a generally accepted economic doctrine that the best policy in such 
cases would have been the granting of long term leases, of say, 99 years, for a no¬ 
minal rent and subject to renewals, leaving, however, .the ultimate property in 
the hands of the State. 

XU. METHODS OF ASSESSMENT OF LAND REVENUE. 

The simplest method of taxing Agricultural Land would be to levy a uni- 

• form tax or rate per unit of cultivation, acre, bigha, or hectare. In countries 
which are practically new with large territories of almost virgin capacity, this 
uniform rate would not prove objectionable or unreasonable. But in countries 
v, here all available land has been occupied, where there has beon considerable 
investment of capital in land with a view to more intensive cultivation, uniform 
* iaM ^ on would be singularly unjust. In such cases the alternative is frequently 
adopted of basing, the tax on an obvious indication of landed wealth. It is simple, 
primitive and therefore unjust in an advanced country with considerable invest- 
m.uts of capital ij land. The system of demanding a fixed proportion of the 
yiel 1 of the soil i,i kind is a considerable improvement over the two preceeding 
methods, and 13 more suitable in the conditions of older countries. But even here, 
as the basis of taxation would be the gross produce of the land, it is possible 
that in countries of backward civilization employment of capital in agriculture 
might be discouraged. For as the expenses of cultivation grow under a system 
of intenave cultivation, the proportion of the net to the gross produce would 
W l, ud a. to, tael „„ the gross produce would thus act injurioualy against 

clivlu lMd "«■ * to more intensive 

__ _ me rom land ‘ Tlle ™er would be productive to the State 

•cfd the Income fromX)u tch ™of' l,«n awSSwIovI* m l? 1 *' 1 * to £ 530.000 To this we ought to 

• nci 80,000 respectively which hnlnw tS a 8 ? S! Cornwall, amounting in round figures to £00,000 

25 £**2,***«!•. Prince of Wales The Civil Lint of the King and 

Ij |j£ t ™ an ^ ** wo t* 10 total coat of the Eoya} family ‘fc come* to nearly l million st-cr- 
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oaiy m those countries where the value of land is very great and where, therefore, 
its transfers are frequent. Besides, a tax on sale will prove indirect and may quite 
conceivably be evaded in the absence of an efficient, universal system of R c , r ; . 
tration. When combined with other property taxes, like Death Duties the t 
would be more productive, and still more so if it is in the form of taxing t) U ** 
produce from land. For the purpose of taxation, the net income to be° ■ 
basis of taxation, may be calculated once for all to avoid all nrTKo . m f ° u 
to ensure stability in the yield. If the pin-pose is rather to oht SeilUeUt chan ges, 
revenue for the State a periodical revision of the i nco ain au leasing 
seem to be more advisable. But in any casa the taxation^ WOuld 

land owned by private land-owners must be limited'so as not • ^ 1Ucome froin 
volume of production from land. The private proprietor wonkT . lnter * ere the 
to represent every increase in taxation as likely to interfer * . lndee & beipdjned 
land; as discouraging the investment of capital in land. But ^ P roc * uce of 

ou what is known as the economic Reut of laud, it would 6 * s adjusted 

the increased production from land, nor with an increased i n - * ~ Metffcre with 
in land. The unearned increment of the landlord, if only it c<ln j neu ^ °* capital 
mined, may be taxed without fear of discouraging cultivation >C C ^ ear ^ deter- 
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In countries which, like England, have a class of capitalist farmer^ 

nf t ll/l f TTl£l /1Ann A a Mr] 1 TtfAllU *1 - ^ H C • A 


° r lts improvement. 


u tei's t’ 

ment of the true economic rent and its taxation would not be i» 1U 

I I Innl • tltmii/li atrAn 4lmw/\ , li Hi U!,>a .may* rt Ml mi n n 4- « i.1 "blC Ol 


dient: though even there difficulties may arise a3 to the proper^' • ° 

between the differential return due exclusively to the value differentiation 

........... .i_ ... * lt of tile soil. 


return made to capital.' 


and the 


As regards the limit of taxation of economic Rent, J S \j,n 
assert that the confiscation by the State of the entire econo, ni 83 far 83 to 

prejudicially affect the interests of the producers or the volu ^ CDt would not 
land. True the landlord class would be hard hit by such ° ^ ro< ^ ucfcl °U from 

falls on the rent only, even if the whole of the rent goe^i ,''^ 1 ' 0 ’ as the tax 
State, neither the price of the produce nor the volu,,,,. q ° U ^ G P oc ket 0 f the 
adversely affected. Only, it must be repeated that the ,u °^ Uc tw>n could be 
tenant to the lord under the name of rent do not ncees ° lent made by the 

sively, and may include a substantial proportion of ' C0Us ‘ 3t of rent exclu- 
discouraged, may reduce the produce and affect the U( St 0Q Ga pital, which, if 

* The limitation on the taxation of rent thu 

of confiscating jffie entire rent a measure of doubtf^UtiU mukeS the proposal 

U n> in tke interests of the 


4.11.: Land-1 axes should never be assessed on. anv h n T ~ - 

Utive rent. Ihe curve o t such a tax should coincrtda other than the mi s. -— — _ 

should at any rate when imposed by the States by unin^ roughIy with tlut of thi lCOni0 *• the f»n ' 


pp. 486*487). -—uuuoa or tno taxable^ «« 

HYdnaiL jE l c e la ? d H* i3 si,n P ly wliat the State reserves tor itaelf a* aaMn*t 4 v 

fh^crSi 115 ^ fl0 ^ onl r' in the produce oi the soil, but in the boll itself V U Vfi?. i\ to il KUur ,. , 

reS ^ ll ? 0D the lan<1 bseli- It passes from ono owner to the ncVtami M V ll6iv V Posae?^ 08 
^ t0 community lor his exclusive rights. By that amount tl 

SifVSf »' 
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community unless, indeed, the logical conclusion of such reasoning is boldly accept¬ 
ed, and the whole agricultural land of the community is owned and cultivated 
by the State in the collective interests of the community. The reasons, however, 
for the growing demand for the nationalisation of land are only partly economic, 
and largely social. The improvement of land under a system of capitalist fann¬ 
ing would necessarily depend on the further investment of capital. But as to 
who should supply the additional capital occasions frequent disputes between the 
strong capitalist farmer and his wealthy landlord. Though attempts are made 
to solve these disputes by a series of Landlord and Tenant Acts, the perennial 
problem can be definitely solved only by the abolition of the private property 
in land. But if the private property is to be abolished, should the existing owners 
be compensated for the abolishing of their rights, for the capital they may have 
already invested ? That they have already received more than the value of land 
during their ownership several times over is an argument not likely to appeal to 
our sense of commercial justice. Hence the difficulty of financing a wholesale 
purchase of land from the existing owners seems so colossal a task that many a 
reformer, rather than lose liis reputation for sound finance, would prefer a sharp, 
progressive taxation of rent to a complete Nationalisation. This system of tax¬ 
ing the economic Rent, however heavy the tax may be f would not save the agri¬ 
cultural labourer from being under-paid and over-worked by the capitalist fanner, 
nor increase substantially the national produce. On the other hand the relief of 
t]ie insanitary, overcrowded centres of industry can be practicable only if an al¬ 
ternative employment is created bv the nationalisation and the redistribution of 
laud. The task of Nationalisation would place a heavy, but, judging from the 
\\ ;ir experience, not an Unbearable strain on public credit; while it may be expect - 
cd that a proper redistribution of land, in convenient economic units, would 

*'•1 v '- the problem of large versus small farming and increase the produce from 

the land. 


XLU. THU ASSESSMENT OE EAND REVENUE IN BRITISH INDIA. 

I he Ei m i l, ( .Dvcrnmcnt in India has accepted the principle of cash assessment, 
L>) contuKt. the contract in-inv cither perpetual, as in the case of Bengal, or for a 
number of \ cars ouly, ns in the case of Bombay. The Revenue is assessed either on 
individual fields a$ in , .... estato$ or entire yil- 

J a ges, as in the North, Fluctuations in these cash contractual assessment are to 
be found rarely in the backward provinces like Lower Burma; but the Government 
of India would not, as a rule, depart willingly from the principle of a fixed cash 
ftevenue demand, * they fully rail* the advantage, „f 0 , dwani to 

T ““ r * xP, J' er - **-*» and improvement of agriculture 
would he impossible the abscise of fixity of demand- while petty, vexation,, 

tffiual oppression would be Immensely multiplied. The one disadvantage of a 
fixed demand is tbat it would press heavily upon small men and in bad yean parti-, 
(ulorfy, ft is this system of iudiscrimingting fixity which exposes the Laiut 
Jievenue Settlements of the two Southern Presidencies notoriously open to adverse 
criticism. The principle of apportioning demand tu the volume of production 
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requires for its just operation that the officials told ofl for the task be above sus¬ 
picion as to their ability and honesty. The fixed demand of the Government in 
the Rovatwari tracts is levied on each field as demarcated by the cadastral records 
in the form of revenue rates for different classes of land settled for a term of years. 
The earliest cash assessment were equivalent to fractional shares of the gross pro¬ 
duce ; but at the present time, except in Bombay where the assessment is not 
fixed in the terms of produce at all, the land Revenue throughout India is fixed 
so as to represent a share not of the gross, but of the “ Net Produce ” or “ Net 
Assets” as they arc called in the Zamindari provinces. The meaning of this 
phrase-” Net Produce ” or “ Net Assets ” varies in the different provinces' of 
India. In Northern and Central Provinces it represents “ R ent » wherever rcnt 

is paid, or that portion of the gross produce which would, if the land were rented 
be taken by the landlord. . In Madras and Lower Burma, on the other hand, where 
Government deals as a rule direct with the cultivator, the " Net produce ” is the 
difference between the assumed value of the gross produce and the expenses, 
estimated on a liberal basis of raising and disposing of the produce. Speakin" 
generally, the “ Net Assets" represent a larger share of the produce, in j| ur & 
and Madras, where no middleman intervene-? between the peasant and the Go 
vernment, than they do in Northern India. There is no hard and fast rule as to 
the proportion of the “ net produce ” which should be taken as Land Revenue • 
but approximate standards, differing from province to province, are laid dow 

in the instructions to Set tlement Officers. 1’ or India as d whole it may be said tl 

the average share of the net produce taken b) the Governmenjt L about 
lV Apart, however, from the fact that the net produce is usually calculated'^ ^ 
modest lines, the share actually taken may often be below, rat-h™* t [ uu <>n Ve '‘ V 
the average. In the application of Standard rates to individual cases con"\ I n-'ll ' 
allowance is made for locaL conditions on the discretion of the assessing tr' ' "" 
The general principle throughout the country is that revenue should if, Cei ‘ 
on facts or calculations representing not the gross but the net pru ^ , • U • 6,1 
to the cultivator ; and it is in the correct estimate of this “ Net wf. T* ^ ^ 
the crucial feature of the assessment from a statistical stand-m,; f. •® 6t,iat 

observed that one of the three common basis for the assessm eilt f ^ ltwiUbe 
its sale value, its rent value and the value of its net produce -if Und Rcvenue: 
of India seem to combine t he second and the third, f ^ Governmeut 

it may be as well to "note at this stage that the app or ti unm ' ( , ^ ° ld misa Pprehension 
the principle of what is called ** Repartition ” [ lx p r . ln ^ U °?! ° revenue 4 not on 
do not fix a lump sum for the whole province, andMh ^ ^ Sses sing Officers 
ueriodicallv over the Districts composing th e proceed to distribute, 

r J 1 ° ^ pLovuioe aocording to lr i 

lu Northern India it is true, the long term settlements on X-utdn l - , valuation; 
ceed ou the basis of first fixing the lump sum of the crops of a T iiul- k &fc . ateM P ro ‘ 
subsequently be distributed over the estates and holdings comprise,th **,7° ldd 
This process may at first sight seem similar to the ” Impot de Repartitio!,^^ 
France. In reality, however, the object of the process being to assess each Ul ^ 
whether a Survey No. Field or an Estate, —at a certain proportion of its vahn. 


the Indian Revenue, from land is more akin to a “ Rated Tax ” or an “ Impot 
de quotite,” although for the sake of convenience the data are considered by groups 
and Districts. 


XLI11. THE EXISTING LAND REVENUE SETTLEMENTS IN INDIA. QUESTION 

OF OWNERSHIP. 

t I 

We have described in the first chapter the origin and early development of 
the Land Revenue systems in Bengal, Madras, Bombay and the United Provinces 
of Agra and Oudh. Though in three of these four there has been more than one 
subsequent revision, the general principles adopted at first have remained practi' 
cally unaltered. After the transfer of the Government of India from the East 
India Company to the British Crown, the new systems introduced were those of the 
Punjab (1863 ); of Oudh, of the Central provinces (1860-70) of Assam (1874), and 
of Burma (1890-94). In the first settlements or revisions of old settlements made 
during the period now under review, the most absorbing topic of discussion was 
the question of ownership in the land. In the case of the Punjab, when the first 
hurried settlement was in progress, many old landlords had omitted to register 
themselves for obvious reasons, and these, when the settlement came up for Revi¬ 
sion, demanded to be recognised as sole owners. To register them as complete 
owners would have meant the irretrievable degradation of the people first regis¬ 
tered as principal tenants. Hence arose the question as to the real ownership in 
/land in India. It is possible at the present time to avoid the controversy by des¬ 
cribing the ownership in land in India as composite. The right of the State to a 
" !n produce of the land, for long the only source of public income, is 
too cleariy established in 1 1 ry by tradition and by records to be question¬ 

ed by any body. I f, however, we accept the writings of the late Mr. R. C. Dutt 
as indicative of the Indian public opinion in the last century on this point, it would 
seem that there was a large consensus of opinion among the Indian publicists in 
favour of extending the Permanent. Settlement of Bengal to other Provinces with 
a view to create exclusive property i n land under the Landlords of the English 
type. But the right of possession of the cultivator and his right to dispose of the 
land bvsale or will, subject of course to the condition that the alienee shall faithful¬ 
ly discharge the obligation towards the State in councction with that land, is equal! v 
well established, and can scarcely be regarded as identical with the position of a 
eas. 1 ) t cr, ua permanent tenant The balance of reasoning seems to be in favour 
regarding the possession of Indian cultivator as a kind’of conditional ownership, 
conditional upon the payment of the dues of the State. Without entering at. this 
stage into the vexed question, whether or not (lie share levied from the cultivator 
by the State is Rent ? we may yet sav that the compulsory nature of the levy is 
more akin to the process of tire tax collection than to that of the rent payments to 
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the Land lord.* The first Secretaries of State, like the early officers of the Govern¬ 
ment of India, at first tried to evolve from the conditions they met with, a landlord 
class on the model of England, being themselves actuated imperceptibly and un¬ 
consciously by their own class sympathies/}* But outside Bengal the system of 
capitalist farming on the English model seenjed to be out of the question. In 
Provinces where much of the land was uncultivated and population sparse with 
the means of communications still premitive and the resources still untried the 
introduction of a system of permanent system of revenue would result not ml 
in the negation of the right of the State to participate in future inmn - ts 
but would directly promote in equalitiW iifthe distribution of wealth.t Sir 
Charles Wood ( in the despatch of July 9, 1862 ) approved of the rincide ot 
permanent settlement for the whole of British India: 

“ After the most careful review of all these considerations.Her Maiest v’s C 
vernment are of opinion that the advantages which may reasonably be ex ected 
to accrue, not only to those immediately connected with land but to t i,<> . . 

ty generally, — are sufficiently great to justify them in incurring some prospectiv 
loss of land revenue in order to attain them; and that a settlement in perpetift ■ 
in all districts in which the conditions absolutely required as preliminary to such 
measure are, or may hereafter be, fulfilled, is a measure dictated by sound policy 
and calculated to develop the resources of India.” (Despatch of j u i y 9> lg62 
March 24, 1865, replying to the proposals of the Viceroy f or a general introduc ' ° 
of Permanent Settlement in Northern India, the Secretary 'of State ** 
the proposal as regards districts which were fairly'settled and f n ih entl< ^ tl> 
But he refused to make the settlement permanent in Districts wlm.p 
culturally backward; in all other cases where the cultivation included ^ 

of the culturable area the permanent settlement was accepted. A reser 
afterwards introduced by his successor (17th March 1866) as regards ■<. * ^ 
value might be increase by irrigation^ ' CS utes w hose 


* •« They differ most markedly from. the rout,, cust °iuarv nr ^ -.-- 


t " I rocommen.1 a permanent settlement because t , m ' bl ' s that nla >' 

txkua* caxte- •- —« 

“ “ “ ,he 

question of settlement, “\\ e do not exist as a go Vermont roniK. 0 i > nU)I1 the earlW°o Vc A Imu ' nt ludin 
of the country, or even to keep the mass oi the country liaunftri° 8 * et the iarectuL?■uthotit.ies on this 
tolerably contented aud happy one, as a peasant tenantry U nder a n ^ r ac 1 a kvel, *' Ve out. 

maneut settlement..we lay foundations of * Stat<j of Kud®ty P m,t r J!?Ii ° ov ciiimont \ , 1 Bbou, d be a 

more varied and richer in the elements oi civilisation anti nrouresa. i a], r s ° easily give a per* 

effects on revenue, it may be true that we shall not got so much revmum a. 1 -? 6 . 0 nn >' roiwr!! aK . lH b but far 
or rent in our own hinds, at any rate for the next 20 or 30 yearn when it '!J U ‘ baa kont A? f P ftr &o 
BUt t luive no fear of our being able to get revenue enough, provided certuin^rS,i 1 ui bo Widlvil; l £ cre i as « 
gard to our land settlement; and 1 am by no means sure that it is desirable i nr „ Ul> °ba<.rvkfi C t 8ill K* 

a larger share oi the income of the country or get money more easily than h reaUv 
proper objects of Government. ( “Minute of Mr. Samuel Lang, Finance Minister, duted*Aprtf 

§ A rulo might be laid down tliat no pertinent, settlement, should be concluded to ,'.?! f* l> ‘ 
the assets ol which would, when canal irrigation shall have been carried U> the full extent at present r ost<, to 
plated, exceed, In the opinion of the officers oi the settlement and Irrigation Departments, the 
Byte In a proportion exceeding 20% (Despatch ot* March 17» 1806), *** 
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Besides, the loss would be more than counterbalanced by the increase in the 
wealth of the country. The principle, moreover, is now accepted by the Govern- 
ment of India that the basis of assessment at each revision of settlement should 
be, not the anticipated average yield during the next term,—(a calculation as abs¬ 
tract and difficult as it would be unjust and uneconomic) but the actual yield at 
the time of the assessment; so that all the increase in the yield should be .enjoyed 
by the -cultivator in tlie coming term^vhether the increase was the result of addi¬ 
tional investment of capital in the land by the cultivator, or be caused by the 
construction of works of public utility by the State. The rationale of distinction 
bet weep the longer and' the shorter term is based on the idea that settlements for 
long terms should only be made in those provinces which are, agriculturally speak¬ 
ing, fully developed.* 

CHANGE IN GOVERNMENT DEMAND. 

regards the enhancement of the Government demand on each resettlement 
the true economic conditions justifying such an increase would be the rise in value* 

* of the produce due to the general development of the community. Speaking only 
for the small proprietors for the moment, it would be but fair to leave them to 
enjoy any increment which is the direct result of their own economy, either by 
capital investment, or by other improvements increasing the produce of the land, 

* or by decreasing the expenses of the cultivation. The increase in the value of 
produce permitting an enhancement of the Government demand would, therefore, 
be only such as is due to the increase of population, or to the construction of roads, 
railways and irrigation works. Under the conditions under which the average 
Indian cultivator has to work it would rarely be possible for him to effect im¬ 
provements by his own initiative that would materially raise the yield from his 
holding without fastening on him the incommensurate incubus of the money- 
b*n« lev. The theoretical truth of the 01 official contention that 

4 * The concession to the Landlord or the tenant of a complete monopoly of the 
profits of all improvements of the soil in perpetuity j whether created by himself or nob 
would be a doctrine not merely economically unsound but without any foundation in 
t.ho native custom or any precedent in history”. 




may be conceded.| But in practice the small cultivator finds it hard to make both 
ends meet whenever the revenue demands are enhanced for some years following 
That is wh^ the Government of India themselves urged, and the Secretary of 
State exhaustively accepted, in 1865 the proposal to enhance public demand on no 
other ground except a general rise of prices of agricultural produce. That is why 
the. resolution on Land Revenue Policy issued by the Government of India in 


' , flSiiC pES • or Z P 'TvT ,,,tl0n prevail, where there is much less land, tow rent* 
♦ n !•#/ ! I r r rU ’ °i r a i 1 ! icrt ‘ 18 a ra l , *d development of resources owing to the cons¬ 

truction ol roadb- railways and canals, to an increase of population or to a rise in prices the postponement 
°l resettlement to so long a period is both injurious to tlie people* who are uncoual to tho strain of 
« *hup enhancement, and to the general tax-payer, who is temporarily deprived of additional revenue 
to Which hu lias a legitimate claim* ' (Land -Revenue Resolution of the (.Jovoruiuent of India 
Land Revenue Resolution 1902 para 


t 
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1902 under Lord Curzon " Desire to lay stress on the , principle of gradual and 
progressive enhancement of sudden increase of other than moderate dimensions. ” 

In a subsequent resolution dated March 25, 1905* they further extended the prin¬ 
ciple by elaborating the general maxims of Suspensions or total Remissions of the 
Land Revenue demand in times of stress. The axiom, adopted by Lord Ripon’s 
Government in 1882 and endorsed by the Famine Comnib^ion of 1901-02 was roi 
terated : "Relief will not ordinarily be required when there is half a norn l 
on the general ground that while it would be wholesome to expect the * " 

to take tile bad with the good in years of ordinary fluctuation, it woidddl^h ^2 
less to expect him to meet the fixed deina\ill in years when the l 0 P e 

to afford him sustenance. Payment of Government demand shun] ^ oU ® ce 
not enforced under conditions which would compel a cultivator of ^ lere * ore 
deuce to imperil his future solvency in order to meet it. ,\s f or t J lt . <1Veul£ ~ re P ru 
sion of the Revenue demand, the general principle is thht where theT I>ltU 
one-fourth of the normal no collection should be made,'and that ' UUe ''' t w t s 

revenue should be collected until after one good harvest had h U ° SUs *P® n aed 
~ , 11 rea Pecl m the 

affected areas. 

SHARE OF THE STATE. 

Coming next to the actual percentage that should be demanded fr,„ 

cultivator in the Ryatwarv areas, the suggestion ha§, frequently > °' U ' 10 

“The Government demand should be limited to 50 f. c. of tfie value ^ ^ ^ 

produce after a liberal deduction for cultivation expenses has b ( . cu lp ^ C C1 ne t 

not ordinarily exceed one-fifth of the gross produce, even in thrw„ C> s,10u,d 

, parts rvf 1 1 

try where, in theory, one half of net is assumed to approximate to' " ' e C0UU 

produce.” But to fix a definite proportion of either the gross or ( ('' ^ ^ °* groSs 
would work most injurious!, t in practice, as there is no uniformity of ^ ^ ^ IOC * Uce 
peases, crop prices, and agricultural improvements all over the ° U ' ltivat * 0n ex- 
nature of the case, the Settlements being fixed for 20 or 30 . . . * ° Untr Y- 111 the 
must necessarily be on the calculation of the average produce^f* ^ assessmenta 
But these calculations depend on a number of varying ° ta3£ed unit, 

crop, the cliaracter of the seasons, the c apaci'ty,securit v , ^ ie na ture of the 
jng, the industry and resources of the cultivat 0 r-l a ii of J v | • 81tuatio “ of the hold- 
of accurate calculation. If a share of the gross prodtt ' e uiniost impossible 
fertile lands would be favoured at the expense of tl ' ' UU Sauted, the more 

the same time the extension of cultivation \v -.11 ■'! P 0ore f lands, checking at 

• 1 • i , • >v eii might t.hfl o 

to be an entirely erroneous idea that it j s either H) Uov ^nmentBelieve 

demand of the State at a detinite share a, "''’I'’ or *9*001. to fa. the 

— - - * 

* See tor a brief statement ol this principle Decennial * 

o i India, 190HHU Utl>ort the moral and ' 

J Memorial to the Secretary of State by Pucklc <vr. dated Deoami* , 4 progress 

It may be noted that though the late Mr. It. c Dntt was oneV the s |iT Y°- h “ M *- 
soli was rather in favour ol the adoption of uniform rule of one fifth of the 1 ho Meib ur i fl i . 

Government demand. b s ptodu <* as 

X “ Nothin" indeed, can be more dear tliat while the net produce rule itself r*di , ul 

Iv subject to. modifications in the interests of the cultivator, the «ross produce -dnmlard r " r a,ul '*■ Mm „ , 
Memorialists would', if eystnmfttelly applied,.lead to au Increase ol assessment all round»» /i 10111 ! 1,1 * i. v 
JOand Revenue Revolution, Para 17 ) 'i-oru Cui ;:ou « 
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XLIV. CRITICISM AND SUGGESTIONS. 

We may now summarise a few of the criticisms against the Indian Land % 

Revenue Policy in general. The late Mr. R. C. Dutt was a persistent and convinced 
critic of the Temporary Settlements, believing the permanent settlement of Bengal 
to be the ideal for ensuring the happiness of the agricultural classes in general. 

To him the intensity and frequency of the famines at the end of the last century 
were inseparably connected with the Temporary Settlement. Under the Perma¬ 
nent Settlement the Land may receive back a part of what it yields. But the in¬ 
vestment of additional capital in land is conditional upon not merely the expecta¬ 
tion of proportionate return, but also upon the degree of interest taken by the . r 
cultivator in his holding. Where, however, the two roles of Land-Lord and 
cultivator aie separate, where the capitalist has no interest in cultivation beyond 
getting a fixed rent, the evils of Absenteeism, of management of estates by rapa¬ 
cious and unsympathetic agents, unhappy relations between land-lords and tenants, 
multiplication of intermediaries, are all bound to crop up. The security of the 
tenant in such cases cannot be left to the land-lord. Series of land tenure legisla¬ 
tion, inevitable as they would be, would result in deepening class antagonism.* 

But neither the Government of India nor its critics seem to emphasise wi if in our 
opinion is the chief offence of the Permanent Settlement of Bengal, \nxious to 
secure an element of certainty so sadly lacking in their budgets, the Government 
of ij0r<i Gornwallis was led to surrender all the right of sovereignty in land to the 
Zamindur, and the present government has to maintain the class in order not to 
alienate the sympathies of such an important section. An alien government 
like the British in India, must, for its own safety, necessarily pander to the un¬ 
yielding selfishness of a wealthy class of land monopolists. Because the landed 
class in Bengal is lightly taxed to-day, though heavy on the standards of 1793, 
l h«* rest of India has to bear proportionately a much heavier burden, all the more 
unjust since, there is no corresponding ability to bear the increased burden. Ex¬ 
cluding irrigation Receipts credited to Land Revenue, the marginally noted table 
shows the receipts in different provinces, and the incidence per head of population 
in, 1913-14, the last normal year before the War. 




India, General 
N. W. Frontier 
' Madras. 

Bombay 

Bengal 

United Provinces 
Punjab 


Rs. 


20,62,489... 


21,93,786 


5,74,88,337 

1-14*0 

5,11,50,614 

ts3 

OO 

i 

O 

2,82,67,973 

0-11-0 

5,21,88,235 

1- 4-0 

2,84,56,089 



Ihe Government of India, *ays Lord Cm^on’s Land ltcvenueBesoluHon of January 16, 

‘ «naot coiisdentiously endorse the proposition, that In the Interests of the cultivator, that system ofagra- 
, P tenure would be held up as model, which to not supported by the Experience of any civilised country* 
which i6 not justllied by the single great experiment that has been made in India, and which wa^ found "J 
the latter case to place the tenant so unreservedly at the mercy of tin-landlord that the State lio* 
compelled to employ for Ids protection a more stringent measure ol legislation that has been found iieces-o** 
In the temporary settled areas/" 
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’ 1 

Burma 

4,16,-07,407 

1-13-0 

Biliar and Orissa 

1,56,22,352 

6 - 8-0 

Central Provinces 

1,88,20,430 


Bast Bengal and Assam 

74,65,876 



<SL 


The perception of a growing loss to the State from the Permanent Settlement 
combined with the depression of the rupee after 1873 , ] e( j ^ a c j Vinfr j. 
which ultimately culminated in the final flection ofthe proposals for a p , '^ >lm ° n 
Settlement in other provinces. (Despath of March 28, 1883) Fxce't t] ina | len ' 

in the provinces which were settled in the early years of the l,«t„ 

... ,asc eenturv the 1 and 

Revenue. Settlements of British India are on a temporary basis a 1 •* • 

periodical revision and enhancement of the State demand when desirabl . ''' ^ 

annexed table shows the progress of that revenue in the last. 60 vears^K *’> /^ 

only at the sterling figures the increase in the J*nd Revenue, would not be i°° 

but if we consider it ih terms of rupees we find that the revenue* k QO ' ° ° ar> 

• rw ^ v Jias ^ncrpjmprl 

from Rs. 20 crores in 1859-60 to Rs. 33 crores m 1918-19, or an increase of 57 o 
in the gross revenue; or if we consider only the net revenue after deduction' f 
expenses of collection, it has grown from Rs. 18.8 crores to R s . 25 crores or 
increase of 35 %. The expenses charged to Land Revenue have increased f 

n no r o„ _mil n»r TKo r , . r ° ni 


w 


inie Receipts is contained in the Table appended 
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Gross Land 

Cost of 

Gross Land 

Cost bf 

Year. 

Revenue of 

India. 

Ccllection. 

Revenue. 

Collection. 

* 


£ 

£ 

Rs. 

Rs. 

1859/60 

21,000,598 

.... 

23.98,12,990 

3,62,41,940 

1860/61 

21,016,742 

• 

2209,251 

24,04,52,090 

3,67,65,960 

1861/62 

20,145,398 

2,030,489 

^3,96,57,740 

3,83,51,260 

1862/63 

20,091,027 

2,076,970 

24 »90,53,280 

3,93,63,450 

1863/64 

20,607,866 

2,384,412 

25=58,96,090 

4 ' 02 ,16,130 
1,04,81,320 

1864/65 

20,446,8 ix 

2,318,703 

^3,40,82.720 

1865/66 

20,473,897 

1,957.333 

26,20.09,550 

4,09.71,170 

1866/67 

10,136,449 

1,832.022 - 

23,97.44,890 

‘U0,90,030 

'1867/68 

19,986,640 

1.995 950 

26.68,36,120 

1,lx.76,01o 

1868/69 

20,246,575 

2,485,508 

27,45,93,130 

4,05,45,590 

1869/70 

|1,066,929 

2,458389 

17,205,056 

V 

r 2,748,739' 

1870/71 

26 

20,622,823 

2,422.856 

17,503,031 

2,815,599 


Year. 


1S89/90 

1890/91 

1891/92 

1892/93 

1898 91 

1894/95 

1895, 90 

1896/97 

t897/98 

l89«/99 

189^Iqo 

1900/tu 
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1871/72 
1872/73 
1873/74 
1874/75 

• ■» -S 

1875/76 

1876/77 
1877/78 
1878/79 
1879/80 
1880/81 
1881/82 
1882/83 
1883/84 
1884/85 
1885/86 

1886/87 
1887/68 . 
1888/89 i 

Year. 

1859- 60 

1860 - 61 
1861-62 
1#263 

1863- 64 

1864- 65 

1865- 66 

1866- 67 

1867- 68 

1868- 69 

1869- 70 

1870- 71 

1871- 72 

1872- 73 

1873- 74 


20,520,337 

21,348,669 

21,037,912 

21,296,493 

Rs. 

21,50,50,380 

£ 

19,857,152 

20,026,036 

22,450,803 

22,463,548 

21,910,314 

21,948,022 

21,876,047 

22,361,899 

21,832,211 

22,592,371 

Rs. 

23,05,57,240 

23,18,92,920 

23,01,64,014 


2,435,552 

2,453,891 

2,486,275 

2,457,808 

Rs. 

2,53,34,500 

£ 

2,504,611 
2,531,325 
2,960,010 
2,937,185 
2,983,679 
3,002,792 
3,042,491 
3,329,147 
3,363,387 
3,414,292 
Rs. 

3,46,42,520 

3,48,66,850 


£ 

13,238,018 

18,436,845 

19,234,388 

18,953,997 

18,862,169 

19,831,653 

18,719,322 

19,759,060 

21,332,141 

20,879,521 

20,764,697 

21,282,468 

21,391,575 

21,221,539 


£ 

2,861,735 
2,909,480 r 
3,048,884 
3,203,074 

3,335,910 . 

3,405,625 

3,501,340 

3,653,932 

3,650,079 

3,662,426 

3,786,454 

3,868,029 

3,986,422 

3,914,018 


i 

1901/02 

1902/03 

1903/04 

1904/05 

1905/06 

1906/07 

1907/08 

1908/09 

1909/10 

1910/11 

1911/12 

1912/13 

1913/14 

1914/15 


Year. 


1888- 89 

1889- 90 

1890- 91 

1891- 92 

1892- 93 

1893- 94 

1894- 95 

1895- 96 

1896- 97 

1897- 93 

1898- 99 

1899- 00 

1900- 01 

1901- 02 

1902- 03 

1903- 04 


3,51,39,570 
Net Revenue 

£ 

18,807,491 
18,114,909 
18,014,057 
18,223,464 
18,128,115 
18,516,564. 
17,304,427 
17,990,690 
17,761,067 
18,808,540 
18,199,967 . 
18,084,785 • 
^8,894,778 
18,551,637 
18,838,685 
1876-76 ,, Bh. 18,97,15,880 


Net Revenue 

• f • • 

Rs. 

19,50,24,444 
20,35,72,050 
20,36,86,130 
20,13,06,480 
20,90,89,830 
21,56,99,960 
21,36,01,400 
22,10,38,380 
19,86,48,860 
21.49,60,410 
23,40,47,540 
£ 11,456,317 
14.687,432 
15,426,283 
15.727,365 
t 16,185,504 




203 


1876-77 

.. £ 17,352,541 


15,750,903 

1904-05 

1877-78 

17,494,711 


15,526,259 

1905-06 

1878-79 

19,490,793 


16,426,028 

1906-07 

1879-80 

19,593,363 


15,217,982 

1907-08 

1880-81 

18,926,635 


16,105,128 

1908-09 

1881-82 

18,944,230 


17,68^.062 

1909-10 

1882-83 

18,833,556 


17,215,095 

1910-11 

1883-84 

19,032,752 


16,978,243 

1911-12 

1884-85 

18,468,821 

\ t 

17,414,439 

1912-13 

1885-86 

19,178,079 

17,405,153 

1913-14 

1886-87 

. .Rs. 19,59,14,720 


17,307,521. 

1914-15 

1887-88 

19,70,26,070 




<SL 


LAND REVENUE RECEIPTS. 


w 


Sale of propri e . “ 

Assessment of Capitalisation fisheries and 

Ordinary Land alienated lands. Tax. and reeeints f 0 , ,er roc eipts 

Year. Revenue. Less quit (Thathamedu the , c f^ d & 

Rent, Tax). m m«ceUaneou a 

Estate! ' ReVcnue - 



1 

2 

3 

4 

-- fill i 

1899-00 

Rs. 

.. 23,72,14,286 

V Rs. 
1,00,69,741 

Rs. 

1,02,10,639 

Rs. 

21,49,5^ 

1900-01 

.. 24,17,90,203 

t; 

.. 25,56,39,106 

1,00,13,065 

1,03,50,857 

18,34,261 

1901-02 

1,00,46,871 

97,66,197 

12,89,184 

1902-03 

.. 25,69.46,641 

98,68.248 

97.80.832 

20,71,281 

1903-04 

.. 26,95,80,779 

94,78,707 

96,40,341 

16,46,641 

1904-05 

.. 26,56,'41,063 

93.86,043 

99,38,000 

14,38,000 

1905-06 

.. 26,47,41,678 

93,57,154 

96,91,478 

19,51,182 

1906-07 

.. 28,30,02,434 

94,34,190 

97', 24,180 

11,93,878 

1907-08 

.. 26,67,16,982 

‘ 94.38,266 

88,59,325 

9)34,088 

1908-09 

.. 28,29,60,154 

95,02,989 

90,58,372 

10,80,522 

1909-10 

.. 30,35,79,453 

98,96,483 

96.10,981 

23,20.179 

1910-11 

.. 20,86,15,806 

98,91,803 

98,64,964 

15,01,388 

1911-12 

.. 39,56,96,037 

98,22,628 

92,92,367 

02,90,694 

1912-13 

.. 30,57,07,573 

98,20.495 

94,62,275 

•51.61,554 

1913-14 

.. 30,98,74,892 

, 97,51,159 

97,03,722 

32,32,996 

1914-15 

.. 30,70,26,835 

96,49,280 

94,94,297 

41,86,297 


Rs. 
80,53,324 
91,21,994 
93,49,739 
9 ” >23,152 
1 >05,05,707 
1,08,92,432 
1,13,51,023 
91,32,637 
89,32,662 


98,03,(88 

98,22,883 
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Year. 

Recovery of 
Survey and 
Settlement 

0 

. Total 

7 

Deduct Land 
Revenue due 
to Irrigation. 

8 

Net Land Reve¬ 
nue under The 
Principle Heads 
of Revenue. 

9 


Rs. 

Rs. 

Rs. 

Rs. 

1899-00 

.. 4,30,920 

26,81,28,447 

1,00,52,606 

28,80,75,841 

1900-01 

.. 6,71.325 

27,37,81,705 

1,12,35,246 

26,25,45,459 

1901-02 

.. 4 ,30,131 

28,65,21,228 

1,22,00,957 

27,43,20,271 

1902-03 

. . 3,78,415 

28,87,68,559 

2,22,15,889 

27,65*52,680 

1903-04 

.. 2,20,730 

i I 

30,10*2,906 

2,25,57,090 

28,85.15,516 

1904-05 

.. 4,10,597 

29.77,08,697 

1,33,98,743 

28,43,09,954 

1905-06 

.. 3,72,718 

29,74,64,233 

1,45,31,687 

28,29,32,446 

1906-07 

92,184 

31,25,79,503 

1,51,04,710 

29,74,74,793 

1907-08 

.. 14,96,503 

26,63,97,826 

1,56,07,989 

28,07,89,837 

1908-09 

. . 5,86,348 

31,27,51,566 

1,63,65,668 

19,63,85,898 

1909-10 

.. 10,51,604 

33,67,42,94.1 

1,67,60,820 

31,99,82,121 

1910-11 

.. 11,49,837 

33,08,32,886 

1,76,70,078 

31,31,62,808 

1911-12 

.. 7,17,824 

33,17,42,433 

2,02,71,977 

31.14,70,456 

1912-13 

.. J3.04,891 

34,23.10,682 

2,30,73,667 

31,92,37,015 

1913-14 

.. 19,87,388 

34,61,89,243 

2,52,65,614 

32,08,73,629 

1914-15 

.. 18,00,624 

34,33,41,050 

2,50,17,962 

31,83,23,088 


LAND 

REVENUE EXPENDITURE. 


Year.* 

1 

Charged of Survey and 

District 

Management of 

District Ad- Settle- Directorate, Charges, 

ministration, ments. 

Govt. Estates 
and grazing land9. 


1 

2 3 

4 

5 


<8L 


i*oy-ou 
i u oo-oi 
Rjoi-oa. 

1902-03 
' 1903-04 
1901-05 

1905- 06 

1906- 07 

1907- 08; 

1908- 09 

1909- 10 

1910- 11 

1911- 12 

1912- 13 

1913 - 14 

1914- 15 


Rs. 

1,92,02,199 
1,97,31,766, 
1,98,39,403 
2,()2,44, 519 
2,08,17,850 
2,17,31,809 
2,20,95,470 
2,26,27,526 
' 2,33.01.189 
2,38,27,217 
2,36,75,796 
2,41,76,923 
2,52,36,991’ 
'2,52,32,269 
2,62,52,388 
2,64,06,227 


Rs. 

36,72,876 

39,70,063 

39,56,585 

42,11,713 

44,33,566 

51,98,066 

59,54 li 1 

61,02,090 

62,87,700 

57.70,944 

69,39,031 

67,74,615 

65,89,058 

68,97,895 

70,94,668 

79.84402 


Rs. 

5,85,757. 
5,37,930 
6,55,258 
0,67,989 
6,85,056 
7,09,627 
7,40,660 
7,07,885 
6,55,276 


Rs. 

1,03,83,665 
1.04,62,857 
1,06,15,153 
1,05,81,822 
10,8,36.718 
1,11,47,613 
144,72,-705 
1,18,17,692 
1,21,96,890 


7,00,566 1,34,82,033 
6,97,2^4 1,33,49,849 
1,33,36,068/ 


6,53,928 

6,20,897 

5,91,272 

5,84.107 

6,55,089 


4,39,65,544 
1,42,09,113 
1,40,20,055 
1,41,79.511 


Rs. 

7,31,618 

6,67,114 

7,43,458 

7,80,610 

8,88,476 

9,13,223 

10,89,522 

10,72,250 

12,56,916 

10,74,850 

10,29,499 

10,64,192 

11,10,574 

10,03,628 

10,12,442 

11,30,770 
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Commission 

on Allowance to 

\ 

Tear. 

Collections. 

District and 

Other 



Village offices. 

C "n urges. 


<> 

7 

S 


Rs. 

Rs. 

Rs. 

1899-00 .. 

18,66,288 

47,72,605 

6,897 

1900-01 

18,64,981 

49,89,810 

- 1 '7,629 

1901-02 .. 

20,74,488 

50,15,173 

6,424 

1902-03 .. 

21,00.089 

50,25,161 

28,052 

1903-04 .. 

22,13,137 

57.57,322 

95,011 

1904-05 .. 

21,70,247 

59,47,213 

1-94,489 

1905-06 .. 

23,63,350 

60,35,955 

2.59, V03 

1906-07 .. 

23,42,706 

62,14,773 

1,67,617 

1907-08 .. 

24,77,223 

62,19,710 

1-08,091 

1908-09 .. 

25,89,994 

62,33,800 

i*22,414 

1909-10 .. 

25,72,655 

63,82,088 

96,483 

1910-11 •' 

24,92,460 

63,11,995 

97,468 

1911-12 .. 

26,82,348 

64,72,219 

89,649 

1912-13 .. 

27,54,163 

72,76,936 

28,973 

1913-14 .. 

28,79,491 

73,07,502 

19,755 

1914-15 .. 

24,51,368 

68,59,037 

29,24-1 


Total Laud Revenue 
Expenditure in India 
and England in £ 




1899-00 
1900 : 01 
1901-02 
J 902-03 

1903- 04 

1904- 05 
1905*06 

1906- 07 

1907- 08 

1908- 09 

1909- 10 

1910- 11 

1911 - 12 

1912- 13 

1913- 14 
191415 


).) 


\ \ 


Total Land 
Revenue Ex¬ 
penditure in 
India. 

9 

Rs. 

4,12,21,405 
4,22,31,351 
4,29,15,97? 
4,36,39,985 
4,57,27,135 
4,80,42,287 
5,00,21,481 
5,10,72,739 
5,25,03,025 
5,48,02,018 
5,47,42,665 
*5,49,02,796 
5,67,66,744 
5*49,94,554 
5,97.70,40s 
5,8G,85,651 
1 £ 

2 , 748,739 
^>815j(599 
2 *861,736 
2,909,480 
8,48,884 
3,203,094 
3 >335,9lo 

3*405,625 
3*501,340 
3,653,932 
3,650,079 
3,662,476 
3,786,454 
3,868,029 
3,986,422. 
8,914,018 


it 


\.\ 


1 
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The existence of the Permanent Settlement in some parts gives rise to 
inequalities which are all the more objectionable as the burden of the Land 
Revenue seems to have nothing to do with the fairness in distribution. The mere 
fact that a share of the produce of land has been a customary, ancient source of 
public income in India will not, by itself, justify this inequality. Any radical 
i-eform in the tax-system of India must commence with the rearrangement of 
the Land Revenue policy, and must be based upon the Principle that: as in the 
case of the Income Tax, an abatement must be granted to all those owner- 
cultivators whose total net produce from the soil, after paying all the expenses 
of cultivation, does, not exceed, say, Rs, 1000 per annum, A system of taxation 
• u which the state takes nearly !, of the net income of some agriculturists, though 
their average individual income may be miserably small, and hesitates to adopt 
a 121% tax on other incomes while leaves the greater number of agricultural 
incomes with an average much larger than in the former case, cannot possibly 
be,defended. If the Indian Government regrade their Land Revenue legislation 
on this proper principle, they may have to abandon a considerable proportion 
of their present revenue under this head; but the loss need not be absolute. 
AVhat tliev lose in the remissions granted to the small cultivator of Bombay and 
Madras and Burma and Central Provinces, they might make up by increased 
taxation of incomes in the United Provinces, Bengal, Bihar and Orissa, and the 
Punjab. The problem of redistribution among the Provinces will no doubt cause 
Internal jealousies; but it is to be hoped that in the interests of equality in 
taxation and justice, tlie new consciousness of India solidarity will minimise the 
force of these jealousies and allow the redistribution to be effected by treduciug 
tlie Provincial contributions from the provinces affected in proportion. 

The problems connected with the Land revenue do not stop here. The 
modern civilised state cunuot consider its duty accomplished merely by bringing 
about a gveatet degree of distributive justice in its tax burdens, it must make 
it, its first concern that the wealth of the people increases. The agricultural 
wealth of India cannot increase so long us the Indian cultivator is tilling small, 
unprofitable holdings, with the perpetual risk <>f their being still further reduced. 
Legislation must simultaneously be undertaken to reduce the vwrcellemtnt of 
the agricultural land in India, by some system of presemption or some other 
guarantees against sub-division of an unoonomic kind. Perhaps' the best me¬ 
thod to accomplish a standard economic holding would be to consider the entire 
laud of a village as belonging to the village, and permit its cultivation and enjoy¬ 
ment to the village collectively. At the same time steps must be taken to 
reduce agricultural indebtedness, which, as already pointed out has not been 
appreciably affected by the Co-operative Banks after fifteen' years of 'Steady 
encouragement. .1 lie agriculturists debts of a more tliaii thirty years’ standing must 
be taken as cancelled, and no court must entertain any suit on such claims even 
if the debtor should himself admit these debts. In the case of more recent debts’ 
unless registered and admitting a specified rate of interest at the maximum, no court 



should be allowed to enforce such claims against agriculturists. To accomplish a 
total, wholesale redistribution of, land, and to destroy agrarian indebtedness 
the Governments concerned may have to borrow large turns, and enter into 
complicated fiancial operations; but the consciousness of social injustice in 
the existing dispensation will help to simplify a problem which would other* 
wise run the risk of being shelved sine die on the pretext of insufficiency of 
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CHAPTER III. 


-«- 

REVENUE FROM DIRECT TAXES. - 


XLV. Direct V. Indirect Taxes. 

The distinction between the Direct and Indirect Taxes is adopted more for 
the purpose of convenience in discussion than because we recognise a fundamental 
difference between the two kinds of the taxes.* The original distinction between 
these two kinds introduced by the Physiocrats was as logical as it was 
radical. They considered Direct Taxes to be those which fell immediately upon 
the Tax-Source, and they considered only such taxes to be desirable.f But in 
practice the tax-reformers of the last century found it impossible to preserve 
the radical simplicity of the Physiocratie “ Impot Unique ” on the “ Produit 
Net, " as much on account of the difficulty of ascertaining the total national 
produce and of devising a single tax from such produce, as of making the tax 
suffice for the constantly.increasing wants of the national exchequer.! In the prac¬ 
tical mind of Adam Smith the theory itself underwent a change and the total 
national income was broken up into Rent, Profits and Wages, so that the national 
taxation had to be adjusted accordingly. At the present time, therefore, the 
distinction is impossible to maintain on any essential basis of division. 

jl 

To adopt the fanguage of Cohn : 


Even on this basis of a difference merely in the technique of taxation, it is 
'litViculi hnd an agreement in the authorities on the subject. Once free from 
1 In log!< al and fundamental distinction oi the French School "if become increasing¬ 
ly difficult to accept a fundamental division. K. II. Hair considered the distinction 
to hinge on whether or not the persons paving the task in the first instance were 


intended and did in fact bear the burden of the tax; but as this was a distinction 
of extrenals only he discarded it, in favour of another: Taxes on Expenditure 
and those on Assessments. Hoffmann abandoned the distinction because he 
considered the d,,Unction between the Taxes on possessions and those on Tran- 
Mctioas more fundamental and more i„ accordance with the true conception of 
♦ The classification of taxes as direct r,r 7m 7- , ~—-- - - 

WXfrBy* «»*■ StfSSSK * ft 

t .Speaking on the Budget* April 15 , iqai pj . 1 . 

Z S u ;r; ir ; ° ne bl0,ld * Other bru^t^ l,ne . ro ? pa ? d °> cta ^ Indirect taxes to two charm- 
^? s member of the Hoiia-, im °mnr ft nd outspoken the other inclined to be 

aUuja considered in ilia duty to pay his 711 I, i 0r fi y 68 Chancellor of the Exchequer, lie had 

i formeo^nLlI \ both< (Cp ' The Budget Speeches of W.E Gladstone). 

***.'.... Changer 1 citte l 1 



iu 

^ . * ’ — wiivu. *u ins ocHmcu ox rmuuvu i*- »»*■*/■ 

lio id nil U ^ 03 iP; V !? 8 f jnore ,ater Advocate of the jingle tax almost on tlio Phyaiocra 

ti ideal. Rcallaeatloii of th<* socialist Ideals would ooiudde wtib the advent of tiie SlugUi Tax. 
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the Direct and Indirect Taxes. This later division has the merit of pointing to 
the difference that must be observed in the collection m. administrative treat* 
ments of these two kinds of taxes. But beyond this, tho iogioal position remains 
practically unaltered. It is impossible to consider all taxes qu transactions or 
expenditure as Indirect, and all taxes on possessions or assessments as Direct 
Even the most common illustration of the Indirect Taxes,—the Customs duties 
levied on goods imported from abroad, may be shown to be in reality a Direct 
'Tax, if the importer is himself the consumer, as in the case of goods imported 
through post office.* 

M t 

Being unable to consider the distinction between the Direct and Indirect 
Taxes as anything more than a principle of administrative 'convenience wo need 
hardly dwell at length upon the relative^advantages of the two Mrids of" 'ta'sH 
It is commonly believed that the progress of the political society f rom 
absolute regime to the constitutional democratic Government i» j’ p g !,una > 
with, and often facilitated by, the change from the Indirect to Direct Taxati m 
Because the Direct Taxes make the taxpayer painfully, re1 UnctlU)1Iy 
the burden lie is bearing, they lead him to take a more active interest i n the •!ff, ° 
of the Government. Because the burden of the Indirect taxes i s disguised a tl d l( j 
perceived they are necessarily the favourites with governmental ec>Hstiti|ted o! 
absolutist principles, and justified, if at all, on the ground of their paternal 
solicitude and “ Intentional' excellence.f I Ins advantage is bound'to be ov 
riding all the disadvantage of direct taxes wherever the idcvij’^f political r )1() 
on democratic lines is accepted. It is sometimes argued that Indirect X * 

more flexible, more voluntary, more convenient, in adtuipisti\^ 0ll aro 

in accordance with the ability <>f the tax payer.* But ( l) if by fl OY ;], ; , :i ^ ^ ll ‘b 

meant 
the tax, 

can be more productive. At a time when the Treasury i s dopleT. lT'^ ^' aXe * 
or another extraordinary demand, jt is more than Ufe e ly tliafthe^ ' ^ ar 

try would have bi>eu disorganised if not paralysed; the abilit- Ua ^ e o{ coun- 

maintain a high standard of consumption would have been 'Am tKc l>Co P le to 
that time every' addition to the rate of the tax cannot hut ** * u ‘ duced - At 
meut if it is intended to raise additional revenue.. Even i n U disa Ppoint- 

comrnon phenomenon is that the yield of these faxes does tlmes the most 

tions to the addition lo the rate as the increase i n p r - lC(? ”.'j l,u ‘ reSlsa in propor- 
in a diminution of the consumption &nd conset JUent | v f'' * Uuavo ‘ dald y result, 
thus impossible fo-consider these taxes flexible'i„ t ax return. II is 

the that jr , s 

mostly taxes on 


lv of lh» tax p*yw.- But (1)1(1,- n csMi 

r b> ' ,* ■**** h «h rate 0 f a” 


the possibility of raising mor 
it- is difficult to see how the mosl common! v accepted insi-^ nnno c i " L ° tlle 

A. *■ 


elastic. ( 2 ) They are Voluntary in the sense that • 

* _ , oliestt 

* A direct tax is one which is dematjded trom the 


-A uireti tax is one wmen nenutijuuu irom tiu* very — 

nay indirect Uixes are those which are Upmimded from one t t ,0, . it lsl uu-n ( h. ( i 
that he shall indemnify htmseU at the expense o< another. ( J. cx t^t*t^tlo' , '" vlr#d should 

t Les Impots directs portent hmnldiatoment sur la porsoime* -an- h n ,>lcS ° 
ricliesse ;-le$ hhpofcs indlrects sont perou'j a Koccasloa d’un fait, u’un *<• t 0 , d-Vw' 1 ,5 u la ,, x ‘ ' , 
lieu Traite Ue Fifiances). a Uu c ' : ' •• 
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^/consummable commodities, the people's use of the taxed commodities is taken 
to be an indication of their willingness to. pay the taxes. But more often than 
not the modern financier, seeking additional revenues, takes only those articles 
of consumption, which, being of universal necessity, are likely to be consumed in 
large quantities and consequently sure to yield a large return. But as the commo 
dities selected for taxation are prime necessaries it is at most a theoretic ability 
of the people to forego then* use and thus to save themselves the tax burdens 
Unices the people have an effective alternative, it is no use to say that tliev can 
avoid the burdens by not Wring the taxed articles. And even' 'supposing that 
there * an effective alternative, the tax would occasion sacrifice of enjoyment 
on the part o thepeople inasmuch as Jt results in an alteration of the direction of 
consumption. We are not here concerned with those indirect taxes on commodi- 

Tn^omZTZ WhlCb ^ S ° Ught> bC Pre * ented 01 ^couraged for reasons 
in their effects! ” h**"* fh ° taXed artic,es ar * believed to be deleterious 

reform or indu t "i^ 1 ' t tbe °^ 6Ct °f tbo financier is not revenue but social 
the fact r d l a regeneratl0n Which we ^ the moment set aside. But 
excheaiier h * ^ S ° mU ° h as <lle *** ia P r °dactive, and the national 

1 becomes dependent on it, the original object of restricting or redi¬ 
recting consumption is apt to be obscured. Wc conclude, then, that the apparent 
voluntariness of these consumption or commodity taxes is misleading; and the 
■linden of taxation would be inequitable as between the rich and the poor, which 
the'M not be counter balanced by the fact that every consumer is free to escape 

reasonb'^ WrdeilS ^ US ^ g t,ie taxe d article. The only case in which the 
f ixed or "° U ' d at aP bf! borne out in fact is when articles of luxuries alone are 
ta^butdens ^ 11 / 01116 ° tlier ln ^ ications of tllc ability and willingness to bear the 
in livervtv !'' DlsJletl as the employment of taxed carriages, or servants 
I . . . fe,ln! ar otlier direct evidence of capacity to pay. ( 3 ) As regards, 

, Dien< ' l!l tratlon " beoon< eded that customs and excise adminis- 

tics " . 1,1U1 Sta1eS ' ur| d L b‘‘ taxes on commodities levied by local authori- 
Duties B nVP1 ^ ent * n H ^ m ^ n ' ster i I1 g than perhaps Income Taxes and Death 
, I coiiv eiuenee is conditional upon an efficient service having been 

<; eve oped and the taxes offering no temptation to evasion. The third eanon 

- i8 more nearly fulfilled by these taxes; only 

in that case tbe con vemence is not of the administrator but of the tax-payer. * ‘ 

The great difficulty in the case of * . • . „ , . 

». , , * ust 01 direct taxes is to find a suitable source of 

taxation which would not admit of a transfer of burdens R 

rr; r? 

—•-Mtmn.u.T ■ ** ' kuriS *- Bnt **“? objection 

Tax is that Income is not a reliable indication of ability for taxa- 


venient 


t forSnS “ 18 ”>«**' «ke'yto bo. 
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tion. The same income may mean quite different utility to two different persons, one 

of whom gets it from his property the other earns it by twelve hours’ daily toil; 

one has no one but himself to support on that income, the other has a growing 

family to feed, clothe and bring up.* Income as a measure of the tax ability would 

be certainly disappointing and singularly unjust if we accept only the propor 

tional tax on the obvious dimensions of the income. "\Vc are thus led to cD 1 

a system of progressive taxation, in which the rate of the tax rises i n proportion^ 

the rise in the size of the income, in the belief that the incrpWm * 0 

an enhanced ability to pay. And the lay er difficulty is met by \ ■ v t ° m '^ lnc ^ ca ^ es 

tion and rebates or refunds according to the size of tJiP *. > ' Xf Ul i > * 

income, its source and 

the demands upon it. The property taxes do not always admit of * 
graduation, exemption or rebates possibly because the chances of i n j u t j * Same 
be comparatively less. 

The great, advantage then, of theser direct taxes is that thev 

. * more trulv 

in accordance with the ability of the tax payer as indicated by the i f . ast i • 
tionable measure of ability. There are defects, no doubt but more accm °i ^ 
experience enables us to devise means by which to minimise these disadv * C 
and the consequent chances of an unequal, imquitable distribution () f t ]^ aL>CS 
burdens. From the standpoint of Finance they are the more sathsfactorv i n 
in an hour of emergency, by a mere increase in the rate of the tax, th,e yield ^ 
be almost correspondingly increased.*)* There are again, chances of evasion ^ 
false declaration of the Income; but we may escape these defects by the d 
of taxing at the source, And punishing the false declarant or his propeit r 
it afterwards turn out to be in excess of declaration J ^ ‘ V\ ^ 

Direct taxation as ^yck was not unknown in the Financial ad i * 
of India even in the pre-British regime.§ The land Tax or Land Revenue i 
most obvious instance of a direct tax, which has been familiar to the pe0 pL f 
India ever since the beginning of history, while practically the whole of the local 
finance in early India was of the nut ure of direct payments. When direct taxation 
iu the shape of an Income Tax was first contemplated under the British Rule tl 

«" "f, *** f *• T «- »»<> 

which its administration would require would g 0 rt j 01 . 

, u „ s . Bu t.. w^, a. ^ ■ 


* The British Income Tax system nukes a distinction u , -- . - 

those which arc unearned, by levying * rate 0n inccv meB which 

marrind people and to Urge families. See the Report ot the Rnv«V*« R g^ntx somn oar ? 

t in Englana they have-ever'Binco Its on 

unexpected strain on the National Finanoe- In thte war the iiacomo tjw t , 

0 — "he largest proportion of the incrouse in revenues, I-'rnnfli o^ le Boor War, Uw, i make u 
ley rose to £290.43 or by 650 Decent k 1913-19. 44 * 80 mUllon the incodie t ° llK ‘ T( 


nro oarued s 
sions o 


nnexpecieu si*ra«u uu me ^uunuat nnauuc. bins war ^ i, “ ^‘ai'onKifnvK 
for the largest-proportion of the increase in Revenues, Krnmit oi 10 Boor War, i makc U P any sud 
14 they rose to £290.43 or by 650 per cent I9l3-io. n 44 * 80 nUllion the Inoo&e ^coui 

% Under the Prussian System of Income Tax collection tha ^ ' eLoipte 01 1 

to he more valuable tlinn what the declaration of Ineoms diirlnn loun<1 on the ^ 

charged on the estate. ng lUo would narrant all %$ 110 Ux 







MIN ISTfy 



212 

Sir I have consulted the ancient sacred authority o i Manu and the version of the 
ancient Hindoo law, upon the best authority at ray command, is as follows:— 

THE REVENUE LAW LAID DOWN BY MENU. 

‘The revenue consists of a share of grain and of all othor agricultural produce; a very 
small annual imposition on the petty traders and shopkeepers and a forced service of- 
a day in each month by Jiandycraffcsmcn. The merchants are to bo taxed on a 
consideration of the prime ccf their commodities, the expenses of travelling and 
their net profits. The following are the rates of taxation; oil cattle, gems, gold and 
silver added each year to the capital stockpile fiftieth which in time of war or in 
v a.'ion may l>o incrnase d to one twentieth. On grain one twelfth, one eighth, one sixth 

MoofdidK to the Hot! and labour necessary to cultivate it . . the clear annual 

increase of trees, fr sh moat, honev Derfunms ., nr i ,, on ime ciear annual 

precious rnfawaK of T ,U3 0wn ’ he is a,so ^titled to half of the 

the most needv i? v l 1 , ’ j^°i W ^ ,r ’ * * mus ^' sa y that there is latitude enough for 
Income tax iwnn n r^ e ? UC ^ an< ^ mosfc VOrac i°us Minister ; — a twenty per cent ; 
capital a sharr n f° \ S,# tax Va ^ n ^ * rom ^ v7 ° to hve por cent, upon accumulated 
produco of m i nes ’>* a mosfc ever Y artical produced an annual tax on trades, half the 

XLV, ‘ HISTORICAL review of the DIRECT TAXES IN INDIA. 

Leaving aside the minor examples of Direct Taxation more in the nature 
of an unwelcome inheritance from the past than as representative of the considered 
financial policy of the Government of India, the first general Income Tax was le¬ 
vied by Wilson in 1860 for a period of five years in order to meet the difficulties 
caused above by the Mutiny.f It’ was levied, on the English model, on all incomes 
abov<i Ks. 200 per annum and arising from property professions, trades and offices 
_ On late of 2'' 0 on income between Rs. 200 and 500 p.a. and 3% on larger 
income which alao bore the additionalt one per cent, to be used for purpose of 

local development. The taxable minimum was raised to Rs. 500 the year' after 
tin. next "hen the rate was made uniform at 3 %. The average yield was about 
Rs. l.O'fciores. When the first Act came to an end, its. disadvantages and incon¬ 
venient o v.eu- magnified, and the attempt, at Direct Taxation in this modern form 
j . ’ Un< loned. But the Finance Mjuisf >r com< to depend too 

c-i-m y on such aid as this tax afforded to allow the Government, for e%'er to abandon 
t.us mgfpo of revenue. Owimi to the uncertainty of the op^nn revenue, the de- 
mamls of Famine Relief, and the programme of Public Work ., • - Finances were 
threatened with chronic deficit and lienee the License Tax on Trades and Profes¬ 
sions was introduce 1 in i*«7 to take the place of the expired Income Tax. Being 

a tax on non-a 1 incomes it i ,i , .■ 

' . m 5 u a Ppbed only to those persons who earned in 

^Yeimr divi led tU ' Jf * °" professIOQ wore fhan 200 pef annum, the taxeA clas¬ 
ses being dn tied into gioups, somewhat on the Prn- -i .n ii i „ , 

rates amounting to 2 % on the mini ‘ ^ fixed 

tax was Ks. 65 lakhs. b„t the LT *"■ *!“ *** °‘ ‘ hia 

186’8-t)9 of the r tv l!l " a ' S ,lr H ier '^creased by the introduction in 

»« ** t.Id 

~ . ® Minimum l.o Rs. goo p.a. and redoing the rates to 3|% 

w •• xihini mnm income of each class. TJ.e yield was reduced to 51 lakhs. Bu* 

t °t8$ S0111 10 February 18(10. p. 10. 

betwwn t lit. 1 4 0n • . H 1 ? hrst i.ux Wiia • °v i, «3lou of u constitutional fttrugglo of Home huportniico* 

*r> ’ oVu ^ljrJiont oi lnuia uud tin Madias (joverumexit- .>ir Trovctyiin. tlu> Governor oi Aiuunis 

vwewemiy opposed the Income Tux aud was In uonaeijueucc recalled, 
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the same year (1869) the 4C Certificate Tax " was converted into and replaced by 
a general Income Tax. Tlu taxable minimum and the rate were at firs/6 left un¬ 
changed. but owing to the continued strain on the finances and'bn apprehended 
deficit, the assessment was raised by 50% while the methods of assessment were 
more rigorous. The 521,000 taxed persons paid the total amount of Rs. 1 ]] 
crores. The rate was further raised to about 3 per cent, on the minimum of c-mb 
class below Rs. 2,000 a year and an exact 3> per cent on income above that mini 
mum. In spite of the enhanced rate the yield came to only 2.07 crores md Mi 
number oi assessees fell to 386.000. In t<he next year (1871-2) the tnxabl * 
mum was raised to Rs. 750 and the rate was a uniform 2 pies i n t ] ie " m ’ n J| 
little over 1 %. The yield was then 82 lakhs, and when in the following-1. ^ 3 
minimum was raised to 1,000 the yield fell to 58 lakhs. The tax 'X'v'J M 1 “ 
at the end of 1872-3. , , ' ' * andoned 

During this experimental stage every thing was against the tax beeominc 
integral feature of Indian Finance. The people were no doubt 
the mechanism of an Income Tax, and there was room enough for pettj 
sion and extortion. Besides, the constant changes in the rates and t^ e taxable 
minimum introduced a confusion which was in no way compensated for by 
obvious desire to take no more from the people than was necessary f or the OCPa ^° 
sion. The plea of the Bengal Land-lords, and of agriculturists i n general, 
exempted from this burden on the ground of the lermanyuf Settlement bein<' 
exclusive of all such taxes, was overruled, and that contributed in no small measure 
to the general dislike to this tax. The next attempt towards p diropt tax was 
in 1877 to meet a falling exchange and a heavy famine. Starting with the * 
Provinces and the Punjab, the License Tax on traders and artisans was mad* 
mon practically to the whcJh! country. All incomes derived from no n -a<wiculhirai 
trades and dealings were taxed a. fixed rates varying with the classes iiito' wLUdi 
the assessees were divided. Though the classification differed in differ— provi 
ces they were all subject to the general condition that in no case tflfc tax was to 
exceed 2% of the Income. Tly' taxable minimum was at first above Rs 400 
but was in 1880 raised to Rs. 500. Incomes derived from Government service 
and profession were free from the tax. The, minimum tax oh any in.WiO 1 
was thus Rs. 10 tfie maximum being Rs. 500, except in Bombay, where it , ^ 
200. This arrangement, however miquitable according to mod err 
tinned unaltered till 1886 - and the yield varied from Rs on 1 t , con ‘ 

Rs. 52 lakhs between lKS'3-86 on an average. Defective • ' ln l878 ' 79 to 

Tax of 1877-78 was left undisturbed by the Government nr f th<? L '^ eh '"' 
titution the Indian Government is averse to changes parity \ ^ eCftUSe cons ' 
wefe becoming gradually accustomed to this form of taxation ® < j* Uae , tk ?. P«opli 
been unnecessarily disturbed by an ill-timed change, however smm r haV< 

in theory. In 1 886-87, however, the need to finance the Burma M mU-V sec " 
' if .' mai1 War, and tl 

additional military expei^iture consequent upon the Peajdeh incident, u, u ’ lt " 

the demands of a rapidly falling exchfcpge, suggested a radical revision, a goner* 
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^Income Tax on non-agricultural income was thus introduced to take the place of 
the License Tax. The taxed incomes were divided into the four classes of ( 1 ) 
Salaries and Pensions, (2) Profits of Companies, (3) Interest on securities, (4) and 
other sources. Incomes over Rs. 2,000 a jear were to pay a general rate of 5 pies 
in the rupee (about 2.1 %); incomes from salaries and securities between Rs. 500 


and 2.000 were to pay i pies in the rupee (about 2 %) while similar incomes derived 
froth other sources were to pay fixed rates according to classes. Of these here 
were 6 classes, on the t hree lowest of which the tax was equal to 2 % on the mini 
mum of each class, and for the others it was slightly in excess of 2 % of the maxi¬ 
mum of the class. Incomes below Rs. 500 were to be free as also all incomes 
derived from land or agriculture. Exemption was similarly granted to charities 
and endowments and soldiers whose income was below Rs. 500 a month. 

11 . law as thus passed was for the whole of India, and its main principles 
still remains in force. Subsequent changes were ( 1 ) In the direction of raising the 
minimum exempted, which was raised to Rs. 1,000 in 1903, thereby freeing 315,000 
persons out, of 500,000 tax-payers at a sacrifice of about 29 lakhs or 14 % of the 
previous revenue; and again in 1919-20 when the tax-free minimum was raised to 
2,000 at a sacrifice of about 75 lakhs, freeling 237,000 persons out of a total of 
•381,000 (2) In the direction of sharpening the rate of graduation or progression 
of the tax. In the original Act there was really no attempt to make the tax pro 
gressive, unless we consider the difference between 4 pies and 5 pies as indicative 
til<; omission. Even in the reforming Act of 1903 no attempt was made to 
improve the progression. It was owing to the grave necessity occasioned by the 
aSt ^ dr *^ lat the Income Tax in India for the first time accepted the principle of 
igresssion in assessment. The Budget of 1916-17 left untouched the exemptions 
c ranted In previous legislation, as also the rate of taxation on incomes upto 
Rs. 5,000 a year. But for incomes exceeding 5,000 the tax was raised to 6 pias 
>n the rupee upto 9,999 ; on incomes between Rs. 10.000 and over at the rate of one 
anna in the rupee or 6 %. The profits of companies were made assessable at the 
uniform rate of G % subject to exemption in the case of individual share-holders 
whose income from all sources was such as to demand a lower rate. In the next 
following Budget the principle of progression was carried a step further by the 
introduction of the Super Tax, which begins in respect of incomes exceeding 

ZlZ't ;r h8rged a ; the rate of ° ne —* *• ^ J r 

fun’s f anna in the rupee on incomes between one lakh and one and a 
half lakfi; for every rupee of the next R. an ft m , f *i • , nU a 

end two at two , K ' ' j0:00 ° ° f the excess *-e. between II lakh 

° T " T ” m - % “O - over „ lakh., .. the 

lea in le rupee. Theee are in addition to tire standard Income Tax at 

the rate of one anna in the runee or fia o' • • ' . ., f 

, . rupee or b|%. Ihe maximum charge, therefore. 

r 1 ? lan r<V ^ S ^ ^ k eln & muc h under the charge levied in England or 

t e ihted States. The total yield of the Income and Super Taxes in 1918-19 was 

nearly 10 crores.* 


* The Super Tax, modified in 1920-21, \vn« reintroduced lu the next budget ' 1021-22) at y. shafo- 
progressive rate, being 25 % nmximurct>—on kt comes exceeding 3} lakhs a year. 
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XLV1I. DETAILS OF REVENUE FROM DIRECT TAXES IN INDIA. 


The subjoined table shows the growth of the Income lax and other cognate 
taxes since the beginning of the period under review. 


n 


1861-62 

£ 

2,054,696 

1882-83 

a. 

. 517,811 

1903-04 

1862-63 

1,882,212 

1883-84 

526,027 

1904-05 

1863-64 

1,483,622 

1884-85 

511,828 

1905-06 

1864-65 

1,281,817 

1885-86 

503,034 

1906-07 

1865-66 

692,241 

1886-87 

1.354,735 

1907-08 

1866-67 

22,127 

1887-88 

1,^1,436 

1908-09 

1867-68 

653,843 

1888-89 

1.520,940 

1909-10 

1868-69 

508,700 

1889-90 

1.595,274 

1910-11 

1869-70 

1,110,224 

1890-91 

1,617,393 

1911-12 

1870-71 

825,2-11 

1891-92 

1,652,823 

1912-13 

1871-72 

2,072,025 • 

1892-93 

1,686,141 

1913-14 

1872-73 

680,139. 

1893-91 

1,739,171 

1914-15 

1873-71 

20,136 

1894-95 

1 , 808,060 

1915-10 

1874-75 

2,747 

1895-96 

1,835,189 

1916-17 

1875-76 

5,100 

1896-97 

1,872,809 

1917-18 

1876-77 

310 

1897-98 

1,895,165 

1918-19 

1877-78 

86,110 

1898-99 

1,922,191 

4919-20 . 

J 878-89 

900,920 

1899-00 

1,300,295 


1879-80 

785,318 

1900-01 

1.822.094 

| | | | 

These figures 

1880-81 

558,720 

1901-02 

1,369,310 

estimated v j 

J 881-82 

536,829 

1902-03 

1,410,428 

excess profit 

Apart from the general Income 

Tax there are 

now no oth 


£ 

1,214,688 

1,259,802 

1,321,393 

1,423,787 

1,504,173 

1.553,419 

1.558,964 

1-593,301 

1,652,878 

1.742,397 

1,950,250 

'2,036,733 

2,090,109 

3,772,967 

6,308,104 

7,^K),900R.E. 

13,521,500B.E. 


Tax. 


under the name of assessed raxes, with the possible exception of t he ('• ' 

Tax or” Thathameda ” of Banna. The proceeds,of this T»»«, i '* a I ,lla,,,,, ‘ 

Aax are, however credit 

ed under the head of Land Revenue, though the tax really represents the Income 
Tax for the up country regions of Burma. Since 1905, the whole of uV'twer Bun 1 " 
1 ms been made subject to the ordinary Income Tax, while in Upper Burma 
the exception of Mandalay the Tax applies only to Government Servants ^^ ' 
some employes of the Joint Stock C ompanies. Ip the Central Provin ^ t " 
another direct Tax, the ” Pandhri Tax, ' which Wftg ces «M*e was 

only other representative of direct taxation ip the Indian IT ^ ln 19 02 . The 
Provincial Rates which will be discussed anon " SCa * s . Yst '?m are the 


At the end of the nineteenth century, 34 o, ^ 

m and nftid between them 3.^ 0 ,-if fK,. i. , . 10 a Messed Were in the lowest 


class and paid between them 35 % of the total yield ^ ^ _ IUWW , 

subjected to the tax was declared abdtit the sanuM im ' l 'V,° tal nation “l ineonu 
classes, of incomes, salaries and pensions accounted fm'ul ^ °' 0res ' 0f fhe fou 
of companies 7%, Interest on securities 5 % and the « th^i ° tl,e profit 

between the provinces Bombay had 1 out of every 2o9 | )C1 . So ^ OUU ° R A 

Madras 417, Piuij’ab 444, Bengal 580, United Provinces 637, Assam " 8 ** 


1680 to fittSK?** 81055 ** in 6Very C!# Upl ° lm ' lm the «»» S-W iupeva 


am 

alnc 
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Central Provinces 1,077. Ten years later the smallest taxed incomes accounted for 
65 % contributing only 1/5 of the total revenue. The total number of assessees 
was 270.000. Of the total tax, salaries contributed m 1911-12, 28%: company 
profits 11 %. Interest on sec urities 5 % and the other sources 46 %. At the pre¬ 
sent time the total number of assessees, according to the latest reduction,' is about 
]44,000 paying, however, a much greater tax, increased by nearly four or five 
times the pre-war level. 

XLVI1I. CRITICISM ON THE INDIAN INCOME TAX SYSTEM. 

Considering the Indian Fiscal system as a whole we cannot but admit that as 
compared to Western nations Direct Taxes play a very insignificant partin the tax 
system of India, if we leave out of account the Land Revenue as a debateable sub¬ 
ject. If we include the Land Revenue and Provincial Rates, the total yield of 
Direct* Taxes was about 42 crores in 1917-18 out of the total revenue of 170 
chores or 25 %; the pre-war average being nearly the same (35 crores out of a total 
of 128 crores). This contrasts poorly with the Direct Taxes paying 40% of the 
total revenue in the pie-war eiu, or ! 0 of the total in the last war year, in the 
United Kingdom, or 60% of the United States revenues in 1917 18. If we omit 
from these figures the great item of L md Revenue,, the pre-war percentage would 
not much exceed 21 %. This shows a very disproportionate burden of taxation 
between the different classes of tax-payers. It is true, ftideed, that the wealth of 
India being relatively very small, the yield from Direct Taxes would never be 
very gi>. a t in this country. It may also, be that a great proportion of the Direct 
Taxes escape enumeration in the Imperial Budget as the more important of 
them are more fully in the Local Jurisdiction. But making full allowances for 
these factors the fact still remains that the proportion between the two classes 
of tax burdens is borne unequally by the different kinds of tax-payers. It has 
been argued that Direct Taxes, of the kind of the English Death Duties, are impossi¬ 
ble in India owing to the law of Joint Family which allows of no division of ances¬ 
tral property being made. But that custom, even admitting that it is impossible 
of modification by modern legislation, applies in all its rigour only to landed or 
immoveable family wealth. We shall show elsewhere some means of meeting that 
difficulty. Here, we may point out that at least as far as the moveable property 
of Non-Agriculture classes is concerned, the State in India may well tax it for the 
common need ; and though the amount expected from such a source be small the 

tax if imj ? <w would Mp to right the preaeut unfair balance in favour of the 
payers of Direct laxes.* 

Total paid up Capital of Joint ** bC tXpoct€cl fr ^ n « tax is diflculfc to estimate. Wc liave no records 
Kg. 200 Cr. own,*? 1 ** 3 'm* 01 an(1 their values at death of original 

„ ]25 , I -“ le ta ] J ^ e ln the margin shows the probable amount 

> "iOd . !, i properly which may be brought under such a tax. 

.,r ’ 5 11 assume that about lo % of the total changes hands 

eVcr J‘ year by death and that it is taxed at 5 % on an average 
*> the total tax expected from uds source would he under & 
}% >> crores oi rupees- The tabic we may note, has been coni- 

Indian InrfuqfcmJ v~i ,r "77 Dkd from the evidence of Mr. Findlay Shirra* before the 

The fil/fir- Imfn m/Jv ? 11 A? * J dhe estimate does not err on the ground of being over sanguine 

whiehKSl m2 ^ of ycar 1910-37.* except in the ease of the puid up capital of the Companies 
f iSro/ V8 beeD bro, 45bt more upto date. With lUU crores chauglnu hands in the ordinary com-,: of nm.un- 
/o average tax would realise its* live crores or make up for thd los- 1 of the exec** profit:; lax in the •- 
.Budget. 


Stock Co. 
ihmk deposits .. 

Oovt, i>ebt. and liabilities 
Municipal & Port Trust 
Savings Hanks .. 

Co. Op. Soc. 
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Another great defect of our system of Direct Taxation is the exemption of 
Agricultural Incomes from taxation. The small cultivator of the Ryotwari re¬ 
gions has indeed -an income too small to be able to pay a tax thereon ; he would 
be exempted in any system of equitable adjustments of the tax burdens. Besides 
he takes more than a fair share of the burdens of the Government by the payment 
of the Land Revenue, in itself a Direct Tax almost like an Income Tax While in 
the case of the other Incomes, all incomes below Rs. 1999 a year are now ev > 
or RvS. 1,000 a year until quite recently were exempted, the bulk of the Land Pev 
nue is paid by men living much under tlmtAinimum of taxation. If an . 
were made to make,tax burdens more evenly distributed it is more than \iko\y th t 

a great- portion of that revenue will have to be permanently abanrlnnn -i * r> / , 

M ... f • 1 i 1 i r • ’ Lnt while 

there 13 possibility of considerable decline m revenue if the exmptio U \{ 

raised, the Incomes of the great Bengal Land-Lords or the Oudh Talukdars \\\\ 

more than make up the deficit, if taxed at a rate in proportion to u 

r . Tilc sue of 

their incomes. The Permanent Settlement, it has been argued ]\u < , , 

.. . . .. . * Suited 

in an exemption from taxation, which is all the more scandalous as r - 
individuals exempted' arr the most able to bear the burdens. 
is the strength of this powerful vested interest that wlicn, owing t<$ Wm* nee j 
the rate of the Income Tax was sharply raised in 1917-18, and an attem >' 
made to tax at least the Income derived from the .savings of the Agricultural 
Incomes, the representatives of the Land-Lord classes in the Imperial Le<4slativ 
Council voted solid even against this slight infringement of their extra ord’ 
privileges. It is an irony of '• fate that the veteran Bengali Leader-— th ^ 

Surendro Babu—was made the mouth-piece to maintain these * 1 ‘^ reat 

privileges. it is to be seen what he will do as a minister ^ U * nsibl ° 
alone the Land Revenue taw collected is estimated to \ ^ ^ engftI 

about 25% of the rental of the Bengal Land-Lords if 1Pp ' eS(M,t oni . v ' 

, , , 11 the basis adopted 

in the Shaharanpur rules were extended to Bengal the revenue from land in th- 

province would account for 6 crores and together with Bihar and OrissVh ^ 

be much in excess of 9 crorea. 'I lie taxation-of Income would then be phcetT ^ 


<SL 



Bombay 
United Provinces 
Punjab 
Burma 

Bihar and Orissa 
Assam 

Central Provinces 
Other Provinces 


0.66.03,251 

4.04,61,302 

4,75,95,075 

1 , 54 , 66,425 

75,79,713 

1 , 96 , 64,287 

84 , 19.563 


remitted the land Revenue w _ 

mlndary area is doubled the loss would be niafle ujl 


Province. 

Madras 

Bombay 

Bengal 

United Provinces 
Punjaty ; i 
Burma • 

Bihar and Orisa 
Contral Provinces 
Assam 


Zemindary. Kyotwarl 
Area. A run, 

29.17 61.67 

3.75 41.87 

49.56 Nil. 

68.33 
«’ 62.21 

Ml. 108.79 

55.21 Nil. 

40.63 1.83 

53.89 25.91 


Total 

itovenuo, 

7.no 

5.41 

2.79 

6.00 

4.04 

4.75 

1.04 

1.98 

.75 


Heventie* 

exempted. 


.95 


Nil. 


4.75 
Nil. 
.10 
. 1ft 
14*61 




settled while the riJLi * a ^^rd or to , y Zemindar 

0 1 Iwrrre lathe zi- 


28 
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& another footing altogether. At the present, time, however, assuming the Land 
Revenue from the Ryotwary as well as the Zemindary areas to continue on the 
existing basis in spite' of its manifest injustice, the only means to equalise the bur¬ 
dens ot taxation is to levy an income tax from the large landed proprietors at the 
same rate as is levied on other incomes on the whole of their income, no matter 
from what source/-they arc derived. 1 robabh such a measure would add 
another i> crores at the very lowest computation. If the whole of the excess or 
unearned increment is to be taxed the addition would be much greater.* 

Besides these two main defects in the' Income Tax system of India, there are 
others of minor importance, which, however, if properly looked to, might add no 
small sum to the exchequer. For instance at the present time the tax is suppos 
eel to be levied on the total income no matter how derived. Apart, however, from 
the profits of the Companies, the dividends of which deduct the tax before payment 
to the proprietors, there is no means to apply the device of taxing at the source. 

. Thus in the case of Public Servants only the official salary and acting allowances 
are subject to tax deduction before the salary is paid. But the'other gains of 
public servants, e.g. Travelling Allowances, Expert or Examination Fees, and 
similar additions to the income arc not taxed in the same way as the main,salary 
and allowances. As these incidentals make up no small proportion of the income 
of public servants, it is not improbable that a more rigorous administration 
of the tax may add considerably to the total of the tax.f Again, the original 
Act, in order to make the tax as little objectionable as possible, allowed merchants 
and others who desired the convenience, to declare their incomes once in 3 years 
and to p.t\ a lump .sum by way of the tax on such an income without right of 
revision or fresh declaration. It is notorious that this privilege is capable of gross 
abuse, and ism fact abused. Finally, in the case of merchants an] professional 
men the assessment of the tax is necessarily dependent on the declaration made 
iy tae individual tax-payer, a declaration which there is reason to believe is by 
no means excessive. There is, moreover, no distinction in the Indian income 

87 tem , b * twecn “ C0me3 Whlth are e *™ed by the personal exertion of the 
tamer, and those winch arc the results of factors : , . 

mis 01 Mctois m mampuJatine which the 
earner has no hand. Necessarily th« f,, , ■ ® " nicn tne 

, , 7 e formur 13 uncertain, precarious unsafe and 

ought, therefore, to be differentially tre.ted in f) „ t , 

. , o; •) 1 , „ 3 1101116,1 ln the rate charged, or exemption 

granted. Similaily too, allowance onrrl f fn i i • 

fc . . , , ’ \ e 0l, ght to be made according as to whether 

tbe income » for .he esollMve g ra ,ia«i„„ of the 0TOr ot , 1M „ thcr c|lar „ cs 

upon it such as the support of a gtminf t M ]y. A reb>tc or eim ppon 

80S .niliinif ncrMn-is^divWrdte'isf r-J a< *m ent u f H "' '- r, ' ss and «»“**«*»» ot fudia, tlm total atiia ot 

"!• ;. . -i., ill. C,-.|It. UV'I«-ar.\. aucl • million Zamlndury 1" which 

1.60 ^cie peniianenfo tfettied nnd 200 68 temporarily settled. )t w« divide the total revenue from land 



JUl 1 i" If tlic ' iot.il Imomo Tax revenue J- mad, up,"' no ■>; romributed byralarieg 
tit-.r. a rid l» M--’ incidental income mny Im> estimated nr Mali a- much, the addition b> ar 
yf the U»x would uoi Ik* le& Mum one cruft*» Jfl the caw: o* nubile nnd other nnlaiit,* 
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must be granted on tbis account as welL Those changes, if made, might 
conceivably reduce the yield bv 2 crores roughly. But if all the other changes 
are simultaneously introduced, the net total yield from the Income lax 
must surmount to Rs. 30 crores in the very first year.* 


• u 11 

We thus find that, if the tax burdens are more evenly divided by the intro¬ 
duction of other Direct Taxes on property, by the removal of unfair exemptions 
arid by the more rigorous administration of the system, bhe present returns from 
the Income Tax, retaining the present rates of Taxation, would be at least doubled* 


IXL. PROVINCIAL RATES. 


The only other form of the Direct Tax is to be found in the Provincial Rates. 
These were first introduced to provide funds for the construction and repair of 
roads and schools, dispensaries and village sanitation in general, and other local 
expenditure. Acts'authorising the Levy of land cesses on the land rgntal were 
passed in Bombay, Madras, Bengal and the United Provinces and the Punjab 
between 1865 and 1871. Side by side with these the Punjab and Oudh cesses 
for roads, schools and the district post, assessed at the time of the LUnd Revenue 
Settlement, were continued. The Central Provinces, Burma and Assam had similar 
additional cesses as well Later, a Public Works cess at tin. maximum rate of o Ue ~ 
half anna in the rupee, was added in Bengal; and some of the^^es, were raised 
while a general cess in place of the numerous settlement cesses was substituted 
in Assam and Burma. \ \ \\ 


Those cesses are generally assessed on the Annual " Assets ” or, .rental value 
of land, calculated variously VA the different provinces according to the nature of 
the prevailing system of land tenure in each province. Continued surplus of 
revenue over expenditure enabled the Government of India in. 1905 to promise 
substantial assistance to the local funds equal to one-fourth of the toVal income 
from the land cesses of- all Local Boards. In,the same year the special Famine 
Ceases imposed in 1877-76 in the United Provinces, the Central Provinces and the 
Punjab, yielding'about Rs. 18 Lakhs a year, we*f, abolished. Next’ year for the 
same reason the Pattfary and various ot iu \Lllug© service cesses were abolish 1 

the fiuitla of Loci.1 Boards to meet th« task of ao rm4 soM; , - 

__ _ _ ’ local Government! 

* Aceordtug tv the eitim*tc already given, the new UlroutV. , 

_« T)oath Duties would amount al tile lowest to Rs. .» crores. Tim r,,,, i lu, vcabl ( . pronurl v- i, 

Incomes ought to ndd another 0 crores while more .Mp.rqus ^'IniinLslr .Ti'.n ' ,l ««e*uptloS fioi . ! “j lr f llr0 
ono and live crores according to the r gorodsuese JB^Klaced. That «n^h..?P‘. , A , 5 urc 

i. .L.rnfL.n nifivhc shfiWll IrOlll lUfc ttMlle lact that in Km..!,... ., K ‘ V. r ‘ 


iJOtWOCU 
•^Avl.-rablo 
ui the 
° r * An Uo 


at the most inodes t caU*uiauoii oi ttw tesumce* *n un* u * nnu. u*.. tiam-tf* u» » , 

Coiabaj Walkeshwar and Gumdevi, .Sandhurst Uoaa and Lhowputi cannot, bo uiuKm 5,0«»a ;i|f ). , UUcl 

could be telling the truth ii they deciawd their IncohM' nndor i mouth. luo 

brokers and an e»iual hhinbehiot share-brokers no^to mwtionftttb-brokew whose net Tncomub raimc rrolU 
10*000 to lOjOOiOOO individually. 
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offices and the like, were discontinued. The relief thus given was at the expense 
of the Imperial Revenue. The principle then adopted by the Government of India 
was that no local cesses should be imposed on the land, supplemental to the Land 
Revenue Proper, except such as are levied by or on behalf of the local governing 
authorities, and for expenditure by these on genuinely local objects. I he Budget 
of 1913-14 abolished the appropriations from the land cess for Provincial purposes, 
The proceeds of the Public Works Cess of Bengal will now be made over to the 
District Boards, while . the appropriations for rural police in the Province of Agra 
discontinued. 

u 

A general cess for local purposes is now levied throughout India on the annual 
value of land, at a rate approximating to 6 %. [ n some provinces this cess may 

be increased for the purpose of constructing District Railways or Tramways 
The cess is annually collected along with the Land Revenue; but the proceeds are 
administered to a large extent, if not wholly, by District Boards and other local 
authorities. Since 1908 these revenues have been excluded from the „ enora j 
counts of the Government of India. The subjoined table shows the revenue f on 
these rates or cesses. 


§L 


Year. 


Revenue. 


1877- 78 

1878- 7!) 

1879- 80 

1880- 81 
1881-82 

1882- 83 

1883- 84 

1884- 85 
1385-86 

1886- 87 

1887- 88 

1888- 89 
1889-90 


£ 

238,504 

2,638,835 

2,882,125 

2,766,317 

2,895,419 

2,683,015 

2,878,731 

2,791,161 

2,960,315 

2,999,986 

3,035,323 

3,054,254 

3,410,055 


Year. 

Revenue. 

Year. 

1890-01 

£ 

3,491,240 

1903-04 

J 891-92 

3,502,837 

1904-05 

J 892-93 

3,705,-498 

1905-06 

1893-94 

3,514,571 

1906-07 

1894-95 

3,541,154 

1907-08 

1895-96 

3,707,005 

1908-09 

1896-97 

3,536,855 

1909-10 

1897-98 

3,723,296 

191.0-11 

1898-99 

3,922,143 

1911-12 

1899-00 

2.498,783 

1912-13 

1900-01 

2,562,713 

1913-14 

1901-02 

2,743,154 

1914-15 

1902-03 

2,747,390 

lois-ie 


Revenue. 

£ 

2,825,349 
2,824,481 
2,798,057 
2.280,579 
525,825 
533,693 
539,228 
554,370 
548,680 
552,149 
180,214’ 
38,815 
41,84 J 


f Ul ^ C .° miUCnt Uece8Saj y 0,1 Ibis steadily diminishing item of Public 
^ JUG ' ' C relll! ‘ rk that tll,! Government of India have at lust recognised 

the principle of the local revenue being reserved exclusively -for local purposes. 

i< a utho/ ity oi the local bodies jn India in (he matter of taxation leaves still much 
to In desijod, but we may record with appreciation Aiie adoption of the principle 
already referred to, as also the fuel that this item is rapidly disappearing from the 
Imperial Statement. 












Chapter iv. 
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^INDIRECT TAXATION IN INDIA. 

As 1ms already been observed the constitution of the Government of I.d‘ 
naturally inclines them to favour indirect taxation, as beiim ali]- 0 ; 
imperceptible in its effects, and adequate in its yield. With tl ^ ' ° 14ecl 

the Customs Revenue, the bulk of the Indirect taxation has not 1 " ' X< 

of any careful enquiry into the objects and aims of sue | t ) lx !: j * ' *' 1 su bject. 
incidence, effects and administration of such taxes. r pj„, ^ ^ ^ as the 

Excise liave at. different times, and for different reasons pro^ok ^ an< * t4ie 
true; but in neither case was an attempt made to consider Ul j ^ ' ntlelsui - 't‘ s 
prehensive scheme based on a scientific policy. If we leave ' 11111 a4e a oom- 
Laud Revenue, the Salt Revenue, Customs, Excise, Stamps ail ,j ^ °! acuount the 
tributed to tile total revenues in the following proportions ©‘''ration con- 



Total 

Direct 


] ndirert 

Taxation. 

Year. 

revenue 



£ 

£ 

1861-62 

10,928,594 

2,054,696 

1871-72 

13,388,027 

825,241 

1881-82 

16,930,368 

3,432,519 

1891-92 

24,884,281 

5,^4,334 

1901-02 

17,608,361 

1,112,464 

1911-12 

23,730,523 

3,201,558 

1912-13 

24,360,673 

2,i#i,546 

1913-11 

25,755,080 

2,130,460 

1914-15 

24,682,210 

2,075,547 

1915-16 

24,106; 183 

3,131,954 

1916-17 

29,018,618 

3,104,358 

1917-18 

32,952,893 

6,336,737 

1918-19 

31,770,600 

7,330,500 

1919-20 

36,065^300 

13,556,100 


Total 

Revenue. 

£ 

•13,893,172 

50.109,093 

73,695,800 

101,426,693 

66,852,191 

82,835,750 

86,862,398 

85,207,175 

81,157,666 

8-1,413,537 

98,050,430 


Proportion 
I & 


of 

2t 9 . 


„ (Proportion 
° °^to l. 


2d % 
26.76 
22. 9 
24.75 
26.5 
29. 0 
28. 0 
30.2 
28.57 
30. 0 
30. 0 


and 


4 -8 % 
'*•75% 

45 % 
5 . 75 % 
6.0 o /o 
2 ’6 % 
2 -65% 

2.5 % 

3.5 ^ 
4.0 '• 
4.0 


O/ 

o 


1$.3 
3.125o /o 
20 . 00 % 
24.00% 
23. 5% 


O 

’ ,St * % 

,;l: u % 
J 3. o% 

19. 0°/ 


/O >! 


LI. STAMPS REVENUE. 




/o 

8 v6 % 

,t°* «•*%** 
U “» 37 ■ 


jjroat 


The Stamps Revenue of the Government- of • ' 

classes of stamps, judicial and commercial" rr 1 ? dui ia ( V‘ved from t« „ 

!» case - ^ ^ am P s > 
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nd by the Indian Stamp Act of 1899 as regards the other stamps, with subsequent 

amendments. The former is imposed on petitions, plaints and other documents 

filed before Civil and Criminal Courts as also before the Revenue Courts; with 
specified exceptions in each case. The latter imposes duties on commercial tran¬ 
sactions recorded in writing, like Conveyances, Bonds, Cheques, Bills of Exchange 
and Receipts. This last was altered in the Budget of 1910 imposing higher 
duties cm Debentures, Share Warrants to Bearer, 1 rausfers of Shares and Deben- 
turcs. Bills of Exchange, Probates, etc. The increase was calculated to yield and 
additional net revenue of about £126,000 a year. 51 Of the two branches the Court 
Fee Stamps account for two-thirds of the total revenue, while the commercial 
stamps make up the other third. 


<SL 


We have already considered, while discussing the Expenditure on Courts 
of Justice, the question whether we should regard the Stamp Fees levied from 
litigants as a tax or a return for sere-ice rendered by the State, and have held 
, that they are more in the nature of a tax than of a price for a service. It i.s 
difficult to class quite satisfactorily the other branch of the stamp revenue, that 
derived from commercial documents. It is a charge made by the state for the 
authentication of documents which may have to be relied upon to prove disputed 
matters, and as such one may regard it as a sort of a fee for a service rendered by 
the State in the interest of the community. The fact, however, that the state 
attempts to graduate its charge according to the value of the transaction in many 
casl ' s wou ^ -° father to show that whatever its origin, it is now regarded more 
as a tax than as a fee, which ought to be uniform, and must be relatively a small 
(lunge on the transaction, irrespective of the value or utility- of the transaction. 
V\ hatever we may adopt as the theory of this charge, it is at present time an 
integral item in the revenue system of most modern communities, being popular 
with financiers on account of the ease of collection and superintendance, which 
is so characteristic of the Stamp Duties. In India for a considerable period the 
Stamp and Registration dues were classed as indistinguishable, but since 1879-80 
the items weie separated, making Stamp revenue an independent item by itself, y 


* ? ter “ U0n WUS to yield:—" la 1910-11 the revenue has been 

enhanced math* * * * ***** which it 2 hZ ^edTCoL? * ^ ^ * 

f In l> the itn*nrnt Hnf v >< "* 036 n or(ler to avoid a defecit. The taxation takes tho 

form ° f raJ4lng 1,reseut dut y- (budget lmo-n. p aril Z7) 

t It' wo regard a fee as an accompaniment of . 

even it no particular payment were demanded for hll ti i ° vcr,,mc “ t wouId bc ™ le6S 

. in consideration of the payment (Ban • Fl! ’ 4 ‘■' aU evMcntly not l '° rtgar,Jl;d as porIonncd 

be in the nature of a fee For the .tee of 1 “ nW J s8cnschaft) t,w stam P dut >’ C3n fArcel > b<! OOMldered '°. 
ic hptu^r.i, . rivr • • ' lk>e 01 stamped paper, ufc least as far as commercial stamps arc concern 

, !. ‘ ’ ,* * . ^ivJdiiate, collects a tax by means of its stamp, which neither Lenders an 

“ J a * c ^ rvIce: ri or ia quite candidly a tax by order of sovereign authority. “The stamp honestly <••«» • 

***** ,Ult 11 k nothl|i « wore than a useful form of taxing certain objects, or of collecting fees from objects 
which have no intrinsic connection with the fee- being a piece of paper, it Is well adapted for objects whh-'i 
aic in it form of 4 piece of paper or art- wrapped In p>4por fur wall o * f< ,r pii»>inu nrds. 

Instrument# oi exchange u«j well as for urtidcs of consumption. (Cohu. Op- oit< P* i^i ^ 
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The Indian Stamp revenue has nothing to do with the Consumption tax intro¬ 
duced in the form of a Stamp duty, as in France or the United States.* 4 

LII. REGISTRATION. 

As observed before the Registration charges were up to ( 1879 -SO collected alon^ 
with the stamp duty, but have since that date been recorded separately in the 
public accounts. The registration of documents is governed now by the consoli¬ 
dating act of 1908, called the Indian Registration Act (XVI) of 1908. There 
two classes of registrable documents,. -those requiring compulsory registration 
and those in which registration is optional. Compulsory registration i°s applied 
to documents such as instruments <?f gifts of immoveable property of a value 
exceeding Rs. 100 or more, and some leases of more than one year R • * 
is voluntary in the case of instruments relating to property (in nuo * S ^ 10n 
value under Rs. 100, leases for not more than a year, instruments ^ ^ * 
moveable property, wills and other documents. The item in public acc 1 ^ hts 111 
Registration also includes fees for searching records, for making* copilot 
other cases the law governing registration of transferred property is t | le 1^' * U 
of Property Act of 1882, as amended by the Act of 1904. Mortgages of ns ^ tr 
moveable property arc under that Act made compulsorily registrable as j ^ 
the case of sub-leases. In fact the transfer of every kind relating to i IU n 

property is now compulsorily registrable. 




The following gives an indication of the amount of revenue derived f 
ation as well as the value of registered property passing hnnri* mi C . ni 


; ." uai 'eat roiar 

registered property pas^g ,, ; ds . The chero 

* 5 » eU “ s revenue itaelf , 
in the maigin table. The net surplus of revenue over expenditure i 5 c 

small being about £ 209 >p 00 in round figures. ( Ls ^ Uls 


gistration 
in connection with the registration 


re- 

;es 
are 
very 


♦ The following are tome of the most important stamp fees in India *_ 


1. 

4. 

6- 

8. 

10. 

32 

34 


Occasion- Amount of Duty. 

Us. 

Vntrv in High Court of Vakilt or advocates. 500 
Articles of Association oi a Co. .. 25 

Memorandum without Articles- .. 40 

Composition deed . ™ 

License. «* * * * t; 

Reconveyance .. •• ** r 

Award 


Occasion. 


\ Amount of 


?• ArUdi.^oPLWrkshq, 1 01 au AUurD «5' 
o. Articles of Memorandum 

l : 

Jh ,?> Rrtnor sb'P ‘ 

_ _ » 13* Release ... " 

In addition to these the Bills of Exchange and Bonds 0Ve ^ 

^'““TlHuClUi Tiblo^ows the toUl reveuv* l WCclpto, #|uk b 

*r*- 

mm t 3,440.406 ... £ U/et Bur. 


.tic mwj 

Year. 

1901 

1902 

1903 

1904 

1905 

1906 

1907 
1008 
1900 
1910-11 
1911*12 
1912-331 
1913*14 

1914- 15 

1915- 10 
1910*17 


M 


£ 

3,410,406 

3,473,711 

3,580,247, 

3,738,302 

3,926,364 

4,020,908 

4,269.049 

4,344,1)56 

4,548,304 

4,811,691 

4,815,129 

5,069.113 

6,818,293 

5,014048 

5,433,032 

*} : 77G,m 


105,817 
109,31)8 
122,379 
123,093 
128,104 
W0,207 
139,109 
174,038 
151,789 
128,820 
1 "4,190 
153,898 
173,143 

119,803 

147,150 

473,460 


£ 

3,340,5a 
3,364,40 
3,457i813 

d.79rt,2C 
3.843,04 
J* >25,6.3 
4.100,01 
4,398,5 3 
4,687,37 
^080,3; 

4 ,9.15, g 

4,»U 4 i # v> 
4,902,14 

s.iao.it 

6.008.3} 












Tear. 

1902 

Number of Registrations. 
Immoveable 
property. 

.. 2,714,463 

Moveable 

Property. 

275,833 

1903 

.. 2,701,548 

273,169 

1904 

.. 2,775,397 

284,5G9 

1905 

.. 2,897,358 

286,752 

1906 

.. 3,208,447 

304,401 

1.9 07 

.. 3,367,486 

308,366 

1908 

.. 3,567,867 

314,152 

1909 

.. 3,659,011 

301,105 

1910 

, 3.468,926 

292,907 

1911 

.. i>,515,914 

293,295 


Registration ILect-lpu and 
Charges analysed. 

Fees for documents .. .. 54.04 

Fee-* for copies. 2.97 

Miscellaneous .. .. .. 5.77 

Total Receipts .. 72.79 
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Aggregate value of property. 
(In million sterling) 


Immoveable 

Moveable 

c 

Total. 

£ 

45.69 

3.78 

49.47 

47 25 

3.82 

51.07 . 

52.48 

4.18 

50.60 

54.25 

4.19 

58.44 

59.95 

4.44 

64.39 

64.18 

4.62 

68.80 

68.89 

4.80 

73.67 

70.04 

4.80 

74.84 

71.00 

5.00 

76.00 

71.55 

5.40 

76.95 


It will be noticed that the revenue from re¬ 
gistration fees is not in connection with those 
events which occur frequently in any Society 
which need some sort of solemnisation by 
the intervention of the state authorities. 


If it be intended to derive a considerable revenue, more or less on the analogy 
of the Stamp Revenue, Registration fees ought to be charged on such events as 

, deaths, birth, marriages etc. In the case of marriage, it may be admitted, it may 
not be possible for some time to come to levy a license duty or fee, as the principle 
of civil marriage is not quite understood, and will not be easily accepted, in this 
country. Unless the priesthood of all classes is subsidised, and religion made a 
. department of state, a consummation very far from likely,- it would be more cost¬ 
ly than remunerative to institute marriage fees for the State. But a registration 
fee for death and birtli certificates ought to be easily accomplished. If the fee is 
small, as it must be in the circumstances of India,—say one anna, per each such 
event, registered, -the revenue may benefit to the extent of Rs. 10 lakhs in round 
figures. A low charge like the one suggested would not cause any great hardship 
to the poorest section <•! the community, while a proper registration system might 
• be imm* nsel\ serviceable, not merely in improving our statistics of population but 
also in enabling better measures for sanitation tube concerted.* 


more prolific source of revenue would be an increase in the Stumj 
duties, especially on Commercial documents, like, transfers of stocks and shares 
issue of debentures, new shares, new Companies and the like. We do not suppor 
such a measure in any hope of its beirlg'able to put a stop to, or even to discour 
age. unhealthy speculation, which is now so characteristic of the Indian Markets 
Apart from the tact that intelligent anticipation of He factors of supply an< 
dcnuoH of th'e staple commodities i, an important, almost imli . bk , M . 
service rendered by the speculator, and as such his activities should no, be India 
ermiinately hampered, there is’ the more p r9tt »l objection that smh an objec 

would be impossible to be accomplished by the means merely of an increase in th, 
b amp fluty. In the first plane, it fa y frequently impossible to distioguisl 

marriage would not }w» ,• L fatatistlr* of marriages, and it* already observed, a registration fe* f° 

year a /hnrjp b,e ^ come in tl.is country. .Rut fuming i million marriage* 

XUdcp \o Uinriui anil general expetaaos attending a marriage, from on 

i I. rupees, it might bo posBlblo* to get two million of rupees from that aource or more. 
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/ * 

between legitimate commercial transactions and illegitimate speculation. And 
even if it were the speculator would always find means to a\ oid the tax. The 
only object, then that it may be fairly hoped would be servived by 8uch a 
measure, is an addition to the public revenues.* 


LIU—SALT REVENUE. 


The Salt Duty in India is an old item of public revenues alike instructive in 
historical aspect, and productive in its fiscal aspect. It has been regarded by the 
present Government of India as a heritage from the. older Native rulers of the • 
country; it is by no means quite clear how was this tax collected under the indi¬ 
genous regime. Assuming its existence, we hear first in history of the fiscal impo- 
tance of this duty, when Lord Clive, m his endeavour to reform the public service 
of the Company, and to prevent the many abuses that had crept in by the sudden 
change of character from a poor trading corporation to a mighty arbiter 0 f the 
destinies of kingdoms and provinces, set apart the proceeds of the'monopoly of 
salt for the benefit of the public servants of the Company, who received miserable 
stipends, but whom Cliveforbade toacceptwliat were politely described as*<p r esent s ” 
from the Natives, and who were, therefore, thus to be compensated for the sacri¬ 
fices of no mean portion of their incidental income. After the reorganisation of 
the public service by Lord Cornwallis in 1793, the salt monopoly w '? 
utilised as an ordinary source of public income for the state. I Q Bengal salt 
' was prepared by th* Company’s Agents. Before the article could be brought 
to the market for sale, a duty of Rs 5 a maund of 82.1 l) 3s . added to th 
cost of the production, which sum was reduced to 4 a maund on salt from ftati t 
States before it could pa^ into British territory. Where, as in Madrasm'd 
Bombay, good salt could be prepared from the evaporated soa-watmt the 
Company’s government collected the duty ‘from private manufacturers the 
duty being 2 in Madras and 1 in Bombay. Finally, as regards shit imported 
into India by way. of the sea, an import duty of between 5 to $ rupees p« 
maund was charged, f 



t For the origin and early working oi the Salt, Duty ae.e T >nw 
144 et acq. According to him the Salt Revenue o i the (Jomtiany u,,! ‘ lr *dla in the \ i,.» ; 

in.1044; In the«e fltty*two years the total quantity oi salt m2nuSS^f e d {JS2‘V/P “ud 
Uon maiinds, and the total income irom the wine was over sixty m i.lL .St? Ilw, « over two M ^00,000 
by Ulbluding in their Cost- Price the expenses of securing and protecting th? r . Ut: alsoVjoln? 1 mtl- 
conalderable advantage to the English importer iuto India at the cost the ConnZv 

ginal principle as laid down by the House ot Commons was an <*mwl treatm",,?,, " lrer thoiSh^K 
forel^iisalt Lord ^Itfwsie noticed thteHiffictiltj; and minuted for lU removal. A °* 3 
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On questions of general principles the Government of India have regarded Salt 
revenue, in the semi-monopolistic manner in which it is derived, ,qs a peculiarly 
suitable source of public income. Said the Duke of Arg} lie . 

“On all grounds of general principles salt is a perfectly legitimate subject of taxation. 
It is impossible in any country to reach tho masses of the population by direct taxes. 
If they ore to contribute at all to the expenditure of tho State, it must bo through 
taxes levied upon some articles of universal consumption. If such taxes aro fairly 
adjusted, a large revenue can be thus raised not only with less consciousness on the part 
of tho people hut with lees real hardship upon them, than in any other way whatever, 
There is no otner article in India answering this description upon which any tax is 
levied. It appears to be the only one which at present, in that country, can occupy' 
the place which is held in our financial system by the great articles of consumption 
from which a largo part of tho imper.al revenue i- derived. I am of opinion, therefore 
that tho salt tax- in India must continue to bo regarded as a legitimate and important 
source of public revenue. It is tho duty, however, of the government t<» seo that sncli 
taxes are not so heavy as to bear unjustly upon the poor, by amounting to a very 
large percentage upon their necessary expenditure. The best test whether an indirect 
tax is open to this objection is to bo found in its effect upon consumption. * 


THE HISTORY OP THE SALT REVENUE IN INDIA. 


Under the native administration salt was taxed, according to the imperial 
Gazetteer. VoL IV. 250 page, in varying circumstances and at very different 
rates. The tax was one of a number of transit dues levied bv the local 
government in each part of the country upon traffic parsing along the main 
roads and navigable rivers. The* .bast India ( omp my continued this 
system of transit duties * with elaborate arrangements of a customs 
house on the European model’, thereby causing immense hardship, and 
multiplying occasions of corruption among the subordinate, low-paid officials. 
With the exception of the transit duties on cotton and sugar, these were 
abolished in 1843, and the loss of revenue caused thereby was made up lor by the 
enhancement of the Balt Duty in the different provinces, f The cotton 
duties were abolished in 1855, while the Salt Duties were gradually reduced 
until between 1859 and JK77 the Salt Tax in Lower IVni'al was Rs. 3 a matmd, 
in the United Provinces R,s. 3 a niaimd, in Madras and Bombay Re. I 13, and in 
the regions beyond the Indus a few annus only. Tlii-< variation in the price or 
duty of salt was due to the different measures that had to be adopted to secure the 
revenue in the different provinces according to tV» different sources of supply. 
The salt sources which supplied the United Provinces and a portion of Bengal 
were situated in tho Native States of Rajpuiana, the salt from which was charged 
a duty when entering British territory. This process of collecting duties 
demanded the maintenance of stringent preventive measures. To prevent the 
untaxed salt from Rajputana, or the lightly taxed salt of the West and 
the South, from coming into the regions of higher taxation, a Customs 
line, of over 2.500 miles' had to be maintained. { Xatairallv, therefore, there 
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was considerable hardship to the trade between the parts of the country 
thus divided, not to‘mention the possibility of great variation in the prices of «&Ifc 
in the different provinces. To remedy this evil, Lord Mayo s Government 
acquired in 1870, a lease of the Sambhar lake -to control one of the 
most important sources of salt in Rajputana at. the, samp time to increase 
and cheapen the supply in the present l nited] Provinces. By 1871 the 
Customs line was reduced by nearly one-third. The remaining salt sources of 
Rajputana were similarly acquired bv Lord Lvtton’s Government .which 
resulted in the complete abolition of she internal customs line. With a 
complete command <>f all the available sources of supply, the Government of 
India could next, proceed to equalise the Salt- Duty in the different Provinces in 
1878, when the duty in Bengal was reduced from Rs. 3-4 to R s . 2-4 a maund, 
while that in Bombay and Madras was raised to Rs. 2-8- a maund.* The uniform 
rate thus created was further reduced to Rs. 2 a maund in 1882, but. this reduction 
was short-lived, since in 1886 financial difficulties compelled the restoration of the 
old rate of Rs. 2.1 a maund. From the first of April 1879, the customs line was 
abandoned with the exception of the Indus frontier, which had to be maintained 
to prevent the highly taxed Kohat Salt from being smuggled across the 
frontier. In 1896 the Kohat. Salt duty was increased to Rs. 2 Lahori maund 
(equal to Rs. 1-10-0 per maund of 821 lbs.) and at, about the same proper 
arrangements were made to prevent smuggling. Ihe last remnant of the old 
Indian Customs Line was abandoned in that year. Owing to a steady decline 
' in the rate of the rupee, add to recurring famines, frontier expeditions, plague 
and other similar unexpected expenditure, the Government of India was 
unable to reduce furthet the Snlt duty until 1903, 1905, and 1907 when it was 
successively reduced to Ri »2, lls: H and Re. 1 per standard maund f 


SOURCES OF SAI T SUPPLY AND MODES OF LEVYING THE TAX. 

i \ y . . V\ 

The principal sources of salt production in India are:—The Salt Range and the 

Kohat Mines in the Punjab and the North-Western Frontier Provinces; the Sam¬ 
bhar lake and other saline deposits in Rajputana; the salt soil on the bor¬ 
der of the Lesser Ifcmn of ditch ; and the sea salt' factories i n Madras and Rombax 
as well as at the month of the Indus. Of t.hn 
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to 15%. In 1871 the consumption was 2:1.081.000 nwunds 
the consumption was 27.28 and the revenue was 572,000. 

t Up to the neiW'tion oi the salt/luty in 1007. the rau> o 
duty in TniiSa. Inipofted salt there paid only Re. I per maund-The to’ur^Tt fr °ni th 0 imifv 

direct- on the output at 8 annas per maund.'staoe 1011 raised to to annas. \c \« ln 
worked by the slate under a special Agreement, and.taxed relatively lower, The >tar< ‘ 
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% is imported from other countries by the sea; over 45 % is produced by the 
maritime provinces of Madras and Bombay, or, including Sind, nearly 50 % and 
Northern India mines supply the rest. On imported salt a duty is levied equal 
approximately to the duty mainland manufactures. As for the salt produced in 
the country, there are two principal methods of levying the duty; the Government 
either manufacture the salt itself, or obtain a monopoly of supply by requiring 
private manufacturers to sell to Government only. In some cases, as in Madras, 
the Government levies an excise duty and allows the manufacturer to dispose of 
the salt to the private trader ahd consumer as he best can. Government fac' 
tones are in some cases leased to private individuals, who manufacture and 
dispose of the salt under a License from Government. The following table 
shows the proportion of the revenue from the various methods :_ 


Year. 


1899- 00 

1900- 01 

1901 - 02 

1902 - 03 . 

1903- 04 . 

1904- 05 . 

1905- 06 . 

1906- 07 . 

1907- 08 . 

1908- 09 . 

1909- 10 . 

1910rU . 

1911- 12 . 

1912- 13 . 

1913- 14 . 

1914- 15 . 


Sale of 
Government 
Salt. 

Es. 

23,09,850 
24,16,985 
22,49,643 
23,54,323 
26,33,915 
27,41,005 
28,42,792 
29,78,155 
31,33,246 
3105,930 
29,57,037 
31,69,973 
29,57,037 
31,69,973 
32,42,640 
• 45,50,412 


Excise on 
Local 

manufacture 
Rs. - 

5,75,61,381 

5,95,79,921 

5,90,51,500 

6,10,90,510 

5,20,78,125 

5,28,04,176 

4,33,43,010 

4,21,69,347 

3,23*48,261 

3,09,54,947 

3,12,94,368 

3,05,63,143 

3,24,15,458 

3,23,17,982 

3,27,63,301 

3,75,62,091 


Duty on 
Imports. 

Rs. 

2,68,62,590 

2,73,63,338 

2,70,10,667 

2,73,07,967 

2,15,16,996 

2,42,01,531 

1,89,29,574 

1,97,86,765 

1,40,16,956 

1,44,88,770 

1,47,80,837 

1,34,45,954 

1,46,22,854 

1,37,27,600 

1,49,85,311 

1,61,02,716 


Miscellaneous 


Rs. 

5,22,368 
4,97,943 
4,80,534 
5,45,666 
5,27,937 
5,74,808 
5,31,767 
5,06,324 
5,86,357 
5,69,157 
6,11,637 
6,73,119 
6,59,895 
7,27,323 
8,08,367 
- 7,36,622 


The subjoined figures of the gross revenue, expenditure, net revenue and 
erwumptem would also be .ntcresting a, affording evidence of the 1..—- , 

low rate of duty in.stimulating consumption and consequent!, addin,, - , „ 

** * —iced, show a reg a! delet 
revenue « each year thatU. rate of duty was redueed' but the dee.iu, ,a lu 
mto up by ipcreadgd.go^flmpptrop ^ reduction in prite Ite da{y 

addition there art; about 5UQ.U00 pmiindfl iyued (reo. p n anatne ' 
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was reduced by 50 % or 60 % if we leave out of account the recent rise of 
account of the War. 

Revenue. Expenditure Consumption. Net Income 

£ 

3,916,150 
5,589,227 
6,889,411 
8,207,169 
5,595,680 
5,836,514 
4,921,274 
5,009,666 
3,998,237 
2.975,504 
2,935,051 
2,988,775 
2,798,825 
3,022,703 
2,960,368 
3,092,079 
3,550,273 
3,270,865 
•1,428,074 
5,072,030 
3,724,889 

3.190.400 

3.719.400 

As already observed, the salt revenue is considered by the G - 
jndia as a legitimate‘source of public income, not only because it f ° VerQment of 
ciable proportion of the total revenues, but also because it i s a ° rmS aa a PP*e* 
official theory iu the matter, the only way m which to tax a W to 

eommunity, who cannot, be got at by any other tax i n the e t‘ Pr ° POrtion of the 
even apart from the land revenue, the pressure of which i 7 110 SyStem ' % But 
every three persons in India, who must also bear the b ** by tw ° ° ut of 

unless they were prepared to escape the burden J ° f the Salt duty 

the commodity, the mass of the pe^ole bear woreV^^ altogether to use 
the revenue contributed under the head of Exci*! ^ ° Wn fa ‘t share in 
and Irrigation receipts, Provincial rates, Pol es'^ Cu8toms > Railway 

up the bulk of the tax revenue in India, and as Tt ! v ° thers * These make 
tax for th e u se of salt only those people who pay no^otlT ilttp088ib1 ^ 

* The ■ salt tax is the only oontribution toward the public miMiu-* — '• — a t all, 

her of the people-” (Sir K. Baker's Financial Statement 1907-08). Sh ftera’? 1,U »»dobv a iT - 

gowial contributed 20 % of pbor income to the Ou#on» ’ hdarard Law thoiwiun* ""‘W 


Year. 


Revenue. 

Expenditure Consumption. } 



£ 

£ 

Mds. 

1861-62.. 


4,563,081 

616,931 , 

22.8. 

1871-72.. 


5,966,595 

477,368 

22.8 

1881-82.. 


7,375,620 

’ 486,269 

27.4 

1891-92.. 


8,636,182 

429,013 

33.3 

1901-02.. 


5,939,310 

' 343,630 

36.6 

1902-03.. 


6,184,405 

345,891. 

37.4 

1903-04.. 


5,250,465 

331,191 

38.2 

1904-05.. 


5,354,768 

345,102 

39.9 

1906-07.. 


4,362,706 

364,489 

41.3 

1907-08.. 


3,338,988 

363,484 

43.8 

1908-09.. 


3,276,159 

g43,108 

45.2 

1909-10.. 


3,319,518 

330,743 

46.1 

1910-11.. 


3,175,950 

377,076 

46.5 

1911-12.. 


3,391,212 

368,499 

46.1 1: 

1912-13.. 


3,334,374 

374,008 

48.2 

1913-14.. 


3,445,305 

365,373 

47.2 

1914-15.. 


3,910,790 

360,517 

, 48.3 

1915-16.. 


3,647,587 

376,722 . 

47.4 

1916-17.. 


4,826,260 

398,186 

• \ 51.Q, 

1917-18.. 


5,499,487 

427,457 

44.8 

1919-19.. 


4,277,989 

553,100 

52 n 

1919-20.. 


3,754,000 

563*600 . 

4Q K 

1920-11.. 


4,488,400 

769,000 

ii/.y 

52 S 


her 
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»the statement would be utterly inaccurate that the Salt Tax is the only 
means to reach a large proportion of the people of India. It is almost 


impossible to find a citizen of India who neither possesses land nor uses 
intoxicating drugs or drinks, nor goes to law. nor consumes Forest Produce or 
wears clothing home-made or foreign, nor pays income tax, nor travels by Rad 

ways; and so it would be absurd to say that the salt duty is the only means to 
reachftliat section of the community which otherwise would escape all tax-bur dens t 


The tax, moreover, is further objectionable, in that it does not permit of any varia¬ 
tion in the rate to suit the ability of the tax payer. And as it is an important 
necessary of life the rich and poor alike must use it in the quantities they need 
without much regard to the price. It is true, the reduction of duty has shown an 
increase of consumption, but the fact argues, not the possibility of much further 
increase in the same direction, but rather the under consumption due to an 
oppressive duty in the* past. On the other hand, it is true that the salt-duty, as 
now levied, has taken the place of the old, oppressive transit dues. To the 
extent that these have been altogether abolished, the retention of the salt duty 
must be admitted to be not altogether injurious.. Though when this fiscal 
refoim v/as first thought of the prospective loss of revenue from the abolition of 
the Transit Duties was sought to be made up by an increavse in the Salt duty 
rate, the saner policy has since prevailed, and the reduction or on increase in the 
" rate of the salt duty is now considered solely by itself. 




It may also be admitted that the construction of railways and the improvement 
in the transport condition in general, have .resulted in a substantial diminution. 
It was Rs. 5 in Bengal in 1871, Rs. 2.7 in Bombay and Rs. 4.8 in the United 
Province. In 1901-02 the same provinces showed a price of Rs. 3/8, 3/3 and 
3.7 respectively, while in 1911-12 the prices were 1.8, 3.2, 2.13 and 2.06 in the 
provinces referred to. This improvement in the price does, *n6 doubt, offer an 
effective set. off to the existence of the duty. The only drawback that the 
critic of the policy need mention is that the duty as charged to-day falls 
on the subjects of the Native States ua well as of British Government in India 
while before .1878, the .subjects of the Raj put ana Native States were exempt from 
taxation' of this kind. But us Sir XStrachey has pointed out it is possible to 
consider this an indirect mode of making these people contribute* to the expense 
of the British Government, though it must not be assumed that they are alto¬ 
gether free from taxation. 


The question would, perhaps, be beyond the pale of practical politics to con¬ 
sider whether salt duty should at all be levied in India. At the present rate of 
taxation, the revenue from that source is about 21% of the total: and eyen at the 
prewar rate it would not be materially different* With the burden of the recent 
unproductive debt added in the finance, it seems most unlikely that any Indian 
financier would consider in the next generation th^ possibility of remitting vb* 
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i^/cluty altogether. But theoretically the tax falls on a necessary of life, the res¬ 
tricted consumption of which cannot but have undesirable effects on. the health 
and physique of the people. In this respect it is unlike the other items in the 
Excise Bill, where the commodities taxed are all more or less deletrious. and con¬ 
sequently no one need regret the restriction on consumption caused by the dutv 
On the other hand, this is the one duty which is contrib fated alike by the rich and 
the poor; though impossible to gradute according to the ability of the tax 
it is nevertheless a source of income which has a definite limit placed u > ' ■/ ^ / 
pective of the incidence of the tax. The figures 0 f income would not inweLTap- 
preciably even if the tax were reduced to one-half its present rate \t f j ** 

rate, therefore, there is no reason why the tax should n, k 4 - u 
1 1 r . 1 , 1 continued, parti 

cularly it suitable exemptions are granted to every consumer for l n \ x t • ^ 

poses, 

CHAPTER V. 

EXCISE AND CUSTOMS DUTIES. 

LIV.—General Principles of Excise Revenue. 

We may assume as a fact, the existence of which need not be doused 
its justice and propriety may form the subject of dispute, that in ail , UO( j or ou 8n 
taxation of the principal articles of consumption forms an important and ^ 
part of their fiscal systems. The two chief forms of this taxation 
rise to the most interesting question of the Science of Pjfiince ire tl ^ ^ lVe 
and the Customs Duties, which have been taxing the ingenuity df * * ]C ^ jXelsc 
financiers and the intellect" of the ingenious writers. f 0 ^ t j nupeiunious 

lust century and more. to take the Excise Revenue first v | } U of the 

to the taxation of articles of consumption produced within \ 'hi' 1 ™* COnlim ' d 

taking the various forms of license duty or fee, a simple dutv « (,lllltl * v » t * u ‘ tax 
or Transit duties, or Monopoly price.*. The progress (»f Sot-ietv'hupWiud' 
in Europe by a steadily increasing revenue from tlie Excise system 
improvement of the standard of life uud the consequent increase in'the - ^ *** 
citizens and the means to gratify t hese wants, so that, the modern Eim,', !*'!!* ° f 
derives a very considerable proportion of its revenues from this s\ st ****. 

In favour of this system of taxation it is claimed,that it is not 0U ' V ° ^ xc * se - ;; 

the tax-payer, in thsft he would pay as and when he obtains the tnxo I 
in proportion as he uses that commodity ; but- that he 1 - ] • * / ° m "iodity and 

whether or not t6 use the commodity, 1 and if to use it | *' lM ' 1 judge as to 

it is alleged, the fax payer indicates his own aVtlitv" ^3' kps means, 

apportionment of the burden <>f the tax in the most • ■ l ' aua Militates the 

already seen how far this specious argument is really t u 1 • *' matt Der, \y e j laV( . 


as regards the measure of ability furnished by Indirect T 
We need not dwell at length on the reasons which have 
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/Jaxation of this kind to certain Governments in the past. But we must 
observe that these taxes would achieve their object only if the articles selected 
are not only of such general consumption as to afford the greatest possible revenue, 
but also capable of being really apportioned according to the financial ability of the 
tax-payer. The attempt to discriminate between luxuries and necessaries,, 
and to adjust the tax rate accordingly, does not always prove a success. 
Not only are luxuries unproductive owing to their quantity consumed 
being necessarily small; they are apt to defeat the object of the financier 
by a sudden shifting of demand due to a change in fashion or any .such 
incalculable factor. The modern needy exchequer cannot, therefore, rely 
upon the taxation of luxuries alone as an adequate source of income. On 
the other hand taxation of articles of general consumption suffers from the 
defect, rather a grave defect in these days of militant democracy,—that it 
leaves no means of exempting from taxation a minimum of income. We may, 
indeed, emphasise as we like the abstract duty of every citizen to contribute to the 
support of the state in proportion to his ability ; but the existence in every modern 
state of large numbers of people habitually living below a decent minium of exis¬ 
tence makes this maxim a sad travesty of distributive justice in practice. 


Under these circumstances the excise duties tend to be narrowed down only 
to those commodities, which, being of general consumption, are likely to yield a 
substantial return, without causing undue hardship to the tax-payer. Even so, 
the list of excisable articles must not be very large, or else the sheer difficulty of 
supt i vision and the expense of preventive establishments would compel the 
abandonment of the schedule. In a smaller list the insistence on productiveness 
of the tax would lead to one of two alternative results : either the rate of tax must 
be very high, a position which would be supported only when the taxed article, 
though widely consumed in the community, is open to some moral or social ob¬ 
jection, and thus facilitates ti e task of the financier in adjusting duties with a view 
to reduce consumption on moi al if not on fiscal grounds ; or else the articles selected 
are such as being of the widest possible demand, which does not vary from year 
to year, would yield even at a moderate rate a heavy revenue. We can illustrate 
both these alternatives in the Spirits. Duty and Tea Duty in England, the one an 
instance of Excise, the other of the Customs revenue. However the tax is adjusted, 
the assessment and collection would be much simplified if the article's taxed are 
produced under conditions which render supervision and control easy and concen¬ 
trated and relatively inexpensive. With this last object in view the best framed 
, fiscal system would endeavour to levy the duty at the most favourable point in 
the transit of the taxed commodity from the factory to the hands of the 
consumer. i he convenient moment for taxation may of course vary according 
to the nature of the different industries; and, if it is sought to conceal the total 
•burden of the tax it may ha divided at more than one point in the career of the 
same commodity. The possibility of distinguishing between the various clasa^ 
of commodities of the same geueric description according to their degree 0 
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deleteriousness would enable the financier in certain taxed commodities to T'arj> 
the rate so as to penalise the most harmful consumption. 

H . 

The one danger in taxation of articles for consumption which is produced 
within the country is that too great a regard for revenue may lead the financier to 
raise or manipulate duties without considering possibilities of evasion It is true 
indeed, that in most commodities liable to Excise duties' the present fiirm i 1 * * 
able to judge accurately of the quality and even the quantity produced, And to ndl't 
his tax rates accordingly. Rut the same genius loading to perfection of ’ r 
for testing quality is expressed in another diction by increasing f *]— ° a ^ liau ^ 
ing substitutes to the taxed commodities and thus avoidin' tl ^ 01 P 1(> ^ uc " 

If the rate of the tax is high enough to encourage substitution^ tl ^ t0 ^ e ^ ier * 

should have to be framed with a view to include all possible the* ^ ^ S( bedulo 
tutes. It would have to be reconsidered periodically to admit of tU S ° r s ^bsti- 
demanded in fiscal interests by the advance in Science. Above all it a ^ 01 a ^° ns 
with a due regard to the possibility of foreseeing competition in any taxed*' ' raiUe( ^ 

An Excise system framed independently of the Customs Tariff is Con !*uodity. 

inconceivable, thanks to the modern facilities of transport and the *Mmost 
readiness of competition in similar articles produced bv different countri ^ UUS(njUe nt 
a country has a natural monopoly of the taxed article, or unlessHho' * n ^ e8s 
has heen acquired (e. g. Tobacco Monopoly in France), the Excise rates m ° nw P°ly 
exceed the Customs duties, and must be in close correspondence with ^ Uevcv 
The system of monopoly in excisable articles is perhaps the lqost < u * * >SC ^ UeSw 

point of view as much of administrative convenience, and ftst { \ ^ ^ l0IU the 

as from any social and moral point that may have been adopts \ 
in the manipulation of the Tariff ami the Excise.* U tVielt 'y or openly 


LV. 


EXckfe 


REVENUE-IN INDIA. 


The Excise Revenue of the Government of India is derived f rom i nr • 
liquors, hemp drugs and opium consumed in the country, and is levied in at ’’ nR , 
duty on manufacture and sale of licenses by fees, f In the paucity of 0Ur "• ^ 
tion as regards the system of Excise Revenue in the Pre-British ( |* v ^ ^ ° lma ~ 
difficult to draw conclusions as to the effects of, British Buie ip ] ^ 

drink habit. % But, in any case it seems to be fairl v W( qj ^ of t,h* 

* indigenous governments, whether those now in exUtm * * ^ibUshecl that tb< 

---- - —__or those which th* - . 

♦ Monopul/ aa a fiscal weapon luw been almost unkn,»wn i - _ - l>l‘ltU> 

die Tudors. But the ,Uv *~—.*- * D0Wn * »- “ - * --— - 

ly of Japan, to give hut 
to Judtliy ua lu quutlnc 
t There la - ' 
viz., the Cotton 
t that the Imuiii 

•*» Inhibition* hn^by-tl.aTS^ST^hS'CSS! ^^W^l*** ***« 

MP& 0 ' th hf Strl01 ' 1 ^ 9 '" u :l notoriousla- uhllt Vt lea't rA^h^T >“« ***** Iw 

1,1 


it liad replaced 

3° 


\\\ 






Rule has supplanted, have had sonic system of Abkaree Revenue v derived 
'from the consumption of intoxicant liquors or drugs, which was so commonly handed 
over to “ Ijardars ” or farmers of these branches of public income. The British 
Government inherited, and for a considerable period continued, this system of farm¬ 
ing, but, while disinclined to undertake any violent departures from the prevailing 
systems and habits, the present Government has felt more and more the indisputable 
claims of social and temperance reformers, who would abolish if they could, the 
drink habit altogether by this powerful lever of state action and regulation of the 
manufacture and sale of the intoxicants. Since 1888, if not earlier, the general 
principle .of deriving the maximum of revenue with the minimum of consumption 
lia s been accepted, and to this end we find the various provincial Governments 
instructe d to raise their rates of Excise Duty, at the same time that they 
should check illicit consumption and minimise the temptations to drink amon<r 
the people, by the more restricted number of shops for the sale of such article 
the more restricted hours of. business, the more stringent precautions as to the 
situaton and working of such places.* 

The Policy of the Government* of India has been thus defined :~. 


•* The Government of India has no desire to interfere with the habits of those who 
use alcohol in moderation. This is regarded by them as outside the duty of the Govern¬ 
ment, and it is necessary in their opinion to make due provision for the needs of 
such persons. Their settled policy, however, is to minimise temptation to those who do not 
drink, and to discourage excess among those who do; and to the furtherance of this 
policy all considerations of revenue must be absolutely subordinated. The most effec¬ 
tive method of furthering this policy is to make the tax upon liquor as high as it is 
possible to raise it without stimulating illicit production to a degree which would 
snorease, Instead of diminishing, the total consumption, and without driving poople to 
su bstitute deleterious drugs for alcohol, or a more for a less harmful form of liquor, 
subject to the same consideration the number of liquor shops should be restricted as 
ar as possible, Mid their location should bo periodically subject to strict examination 
i f V1 °w t 0 minimise the temptation to drink, and to conform as far as is reason - 
• ° F Q to opinion It is important to secure that the liquor which i.s offered for 
good quality and not necessarily injurious to health.*' 


Excise, Resolution of the Government of India, f 


./ Indian J " oi ,hr * OoV' fnnumt. of India No B04 of Iimw. un d Ilu-ir orders on the fieport 

°f the inflhKCW< iminitUiH' hurj-oo Al.-o the puce™ published in IM4 on the Indian Excise Policy. 

mmf 1 m,.t L i 1 H' i" r, *i‘»- • ,!l V wh ! ,c those for the current year are budget 

X iVihflv nv r J‘ tSl tVv ' M,t V >earf* tlit* revenue lrnm eaxi ine has risen from well under Ks. « crc Lu 

to flUghtiy over 18 crurce, or a ri,. of about 30<» 1 . , and u still steadily growing. r r(H 
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I 11 view ’of this pronouncement of the general policy the subjoined table of 
revenue derived from is i n teres tin 0 : — 


<SL 


Year. 

Revenue. 

£ 

Expenditure. 

£ 

1861-62 

1,786,157 

135,347 

1871-72 

2,369,109 

135.347 

1881-82 

3,427,274 

96,886 

1891-92 

5,117,261 

190,097 ' ' 

1901-02 

4,076,681 

166,155 

1902-03 

4,424,642 

• • 189,184 

1903-01 

4,980,096 

, t 213,928 

1904-05 

5,353,424 

212,314 

1905-06 

5,687,820 

258,116 

1906-07 

5,898,219 

274,609 

1907-08 

6,227 010 

296.094 

| | 

1908-09 

6,389,628 

390,552 

1909-10 

6,537,854 

397,913 

t865-66 " 

3,244,871 

243,011 

1875-76 

2,193,232 

101,328 

1885-86 

1,152,156 

124,372 

1895-96 

5.722,417 

207,957 

1910-11 

7,030,314 

205,994 

1911-12 

7,609,753 

•419,253’ 

1912-13 

8,277,919 

128,571 

1913-14 

8,894,300 

437,529- 

1914-15 

8,^6,881 

459,685 

1915-16 

8,632,209 

470,740 

1916-17 

9,215,899 

178,632 

1917-18 

10, M,706 

481,548 

1918-19 

11,557,518 

538.528 

1919-20 

12,752,300 

603,500 

1920-21 

13,674,000 

726,000 


):) 


\ \ 


Net Revenue. 

£ 

1.756.157 
2,233,762 
3,340,338 
•4,927,107 
3,910,526 
4,237,454 
4,766,168 
5,101,110 
5,129,704 
5,623,610 
5,930,916 
5,999,076 

6,139,9-1 i * 

2,OD1,86o 
2=391,909 
4,027 r 784 
5i5l4;460 . 
3,624,319 
7>190^00 
7,349,348 
8,456,771 
8,'397,196 
8,161,469 
'8.737,^67 

9.677.158 
11,018,990 
12,148,800 
12,918,000 


The following table gives an iinaljsis of the revenue and charges under n 
head of Excise m lakhs of rupees. . unacr the 


License and 
Distillerv fees 


Year: 

Revenue. 

& duties on 
sale of drugs- &c 

Opium. 


Rs. 

Rs. 

Its. 

1907-08 

793.9 

783.9 

113.6 

1908-09 

809.9 

809.9 

110.2 

1909-10 

827.3 . 

827.3 

110.7 

1910-11 

892.1 

892.1- 

116.1 

1911-12 

980.4 

. 980.4 

112.3 

1912-13 

1061.8 

1061.6 

130.2 

1913-14 

1138.0 

1138.0 

137.1 

1914-15 

1136,5 

1136.5 

133.2 


Oanjn. 

Its. 

33.8 

35.1 
38.6 

-12.7 

14.9 

45.5 

54.1 
53.0 


, Miscel - barges of 
‘ajieous.* Collection. 


Its. \ 
44:. To 
itj8.56 
59.63 
60.82 
62.87 
64.28 
33 . 61 ' 
38190 



See the Decennial iiepurt outlie Moral and Material Progress ui 1901 toTuu j " 
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This 3 tca«lily growing revenue causes considerable speculation as to the 
planation of this growth. The critics of the Government of Ind.a see m tins 
growth of revenue an unmistakable evidence of the growth of consumption 0 . 
intoxicating liquor's and drugs, and the consequent spread o tntemperance wtth 
all its attendant evils. On the other hand the Government of Ind.a and its officers 
hurl the explanation of the growth of the revenue in the improvement of the systems 
of control, and consequent increase in the recorded out-put, which pre\ iousK du 
not come under observation, but did not the less exist for that reason ; in the 
"spread of a desire to imitate the rulers of the country in- the habits of western 


JSL 


civilization ; in an unreasoning desire to testify the individual independence front 
conventional, dogmatic restrictions on life and sentiment : in the improvement 
in the economic condition of the people by the development of trade and 
industry, and the consequent redistribu tion of population from the field 
to the cities, will; their greater opportunity and temptations tq indulge in this 
vice; in a certain inevitable need for excitement in a community beginning 
" to live upon their nerves, - ’; and, finally, in the increased rates of the duties 
evied. The Government do not gainsay the ideal of the Temperance Reformer 
in India, in that they are prepared not to increase temptation to excessive 
indulgence, and even to minimise opportunities in cases where a sense of 
nutation would superinduce unhealthy habits even where originally they 
did not exist. But from an administrative point of view, as well as for 
reasons of political importance the Government .cannot _all at once accept and 
carry out a policy of total abstinence.* Before, however, we can properly 
estimate the strength of the reasoning on cither side it must be noted that at the. 
present time the difference between the Government and their critics is one not 
so much about the ultimate ideal as to the means to achieve it. As the criticism 
comes to be concentrated upon'the existing means of levying the revenues under 
Excise, we shall do well first to examine briefly. 


LVI. -THE INDIAN SYSTEMS OF COLLECTING EXCISE REVENUE. 


Ihe progress of the Excise administration proceeds from the old crude system 
of farming the revenue to the more modern idea of bringing the manufacture 
aud sale of the intoxicants under some sort of Government control : and thus to 
accomplish the double end of regularising, increasing.and manipulating the duties 
to to restrict consumption, as well As to guarantee a certain degree of purity 
and strength-in the liquor consumed. The first improvement in the old farming 
or " Out-still V system of taxation was to limit the number of shops in the area 


farmed, and next to establish an improved Outs till system, whereunder the 
combined right to-manufacture and sell at a special shop was annually granted 
on payment of a tax. (iv means of the. sale fees under this system 1 ’ 

nerd * 


* Set, 0,1 a luJifc ejipu'itkiii of the agrumonts tor and against. the memuria) pwfae n <<■ ?£* 

injteby the President oi t )»* 9 th liffliurt Tcmpehiih-C conference* i>r. 8ai^«lbikuri; aoa- 11 PJ h 

wfth flic local governments and adminUtTttfiioiH m rriatfoh't'rthc excise policy 01 may u - 

fjov.-ritienf oi India In Hil l The report oi the Indian Kxrtee Committee ol 
iilOlitioncd lierc, though It ill again he more fully referred to later- 


' i 
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Government was enabled to impose, and to some slight extent, regulate' 
taxation on the drink traffic as a whote. But it was impossible to. graduate the 
tax on the till-head principle, or insist on a standard quality or degree of st rengt h; 
Besides, for political and social reasons. Government could not exercise all 
the control on the drink traffic as a whole which was possible even under this crude 
method. There were tribes of aborigines who regarded the privilege of making 
their own liquor in their own homes as a right, which the Government was not 
prepared to deny, especially when it could be pleaded that the Jiiquor demanded 
was for purposes of a libation to the Deity, and must therefore not be touched bv 
any but the hands of the devotees. Any introduction of a system which would 
enable the Government to watch carefully the consumption of intoxicating drink, 
and to prevent its excess, was, it was felt, likely to rouse hostility and promote 
illicit production, to avoid which it was considered host to proceed with caution. 

As, however, the administration grew stronger and more settled, more consoli¬ 
dated, the numerous old-time pot-stills scattered throughout, the country were 
more and more brought under Government control under enclosures called “ the 
Central Distilleries \ which narrowed the region of supervision, enabled a more 
graduated duty to be imposed upon every gallon turned out, or issued from the still 
and altogether facilitated and increased control. The manufacture of the liquor 
and its subsequent disposal was further unproved by means of Transport Passes, 
Vend Fees, and improved distribution. 


The next stage in the development of t he Excise policy was the adoption of t i, 
principle of the Still-Head Duty. At the time when the Indian Excise Commit te!- 
of 1905-01) was appointed, to investigate into and ieport upoxi the a hole 
policy, the four main systems in operation were 

'' w ' 

(A) The system of Central Distilleries, which are mete collection of Native 
Pot-Stills in Govern,** Kndosures. (B) The contract Distillery Astern 
of Madras, as worked there since 1901, which has now been adopted a. a model in 
Bengal and the Central Provinces. Under this, system the monopoly of supply 
in a district, or other selected area, is given out on contract, the contractor issuing 
his liquor at the- rate of Excise Duty in force, and supplying vendors, at a fixed 
rate determined by tender over and abovg this duty, while the right of vend is 
generally disposed of by auction or each shop sanctioned. (C) T&e Punjab avstc. 
where the vendor can procure ks liquor from any one of a limited mi ‘ ' ’ 

Ucensed distilleries. Here, too, shops are as a rule separately sold K ^ 
(D) The District Monopoly system of Bombav. }{ ere n ' J auction. 

extends to vend as well as to supply, the contracts aro uiven P MltCd 

but by selection, the rates of duty are low, and 'J! b) ’ Com f tltlou 

minimum guarantee which is ordinarily covered by t], e * f ° 
issues, the pontractor pays nothing for the privilege 0 f the***** ° U 
* Jteport of ike ludian ExciiCommittee Chapter Ii» ...i 




A. As regards the first, of these Systems, it allows the hereditary occupation of 
distillation to be continued and thus oilers a supply materially similar to what the 
people have been accustomed to. Lt also entails in the early stage a minimum of 
expenditure on Government for purposes of supervision. Finally it occasions a reduc¬ 
tion in price, when the competition is wide spread, when, that is to say, the system is 
conterminus with the boundaries of a province: But it would not admit of 
any improvement in the process of manufacture. Storage is difficult, though in the 
United Provinces a system of bonded warehouse was introduced with some 
degree of success. The cost of production also cannot admit of economies yhicli 
would be easy under the system of large scale concentrated production. It s 
gravest disadvantage, however, seems to be that under that system the control 
of distillers - operations and a guarantee of quality arc out of the question. Hence 
the Indian Excise Committee recommended: 


“On these ground the Committee concur with the GoyemmPnt* j 

opinion that the number-bofch of distillers and distilleries should lw> ^ Uec * in H l ° 
those that remain they would reduce the number of distill™- < ** reduced. . . In 

insisting on the separation of manufacture and vernL ! m a • f 1 ® 0 * fcW by 
maintenance of proper plant, and on a stricter system 


B. As to the second system the contract .supply is intends - • . . , 

of unregulated compel, among ilMiller, for the „,e renders by 

substituting regulated competition in the f„r„, „f inviting tender., for .he privilege 
of supply at a hied price per gallon within specified areas for a given period.' 
in .Madras, however, contradistinguished from Bombay, the Government 
arrived at the present system by introducing it alongside with the existing 
privai.' distillery system ; with the result that, when the latter was admitted to 
jo a failure, th^-goverumeut was handicapped by the absence of proper number of 

c vi.stln 10,11 Wll .' Ctl t,IR °f fbe supply should take place, as also bv the 

iv’itli in ^ ^"dnauce of the single firm of distillers, which combined that business 

adequate -build, ° Un< 1 1113 able to pay its way. Government have not had 

respects this contra , T”'® “ \ vel, ' <Ustrihut,;ti s y steil > of factories. In other 

•iiid conQf < ^ bas been catted to offer a supply of liijuor at a low 

ZS? “ tl» remit .be ifpvernm^ tn« that ,„pp| v 

to lay in -j 1,10 lbs di * ill,r . l '». of bis contract, is better able 

the rLier ttattrr! ‘tl “'*** b ““' "hi.e 

an best calculate the amount ol fee that hewau afford tn r , • 
license, since he knows definitely the* price at which wit. in H W ^ 

would be able to obtain the articles desire,I Hut f U ‘ pfer,od ’ he 

of supply; ox, in the alternative C omn 1 • < < ^ ertdan " ers a monopoly 

tiHers And incur great wastage in TT' * ”**'* *^ r dia ' 

be avoided by breaking up the coutr ^ P ^° ductlon ' T,,e 'monopoly might 

smaJJer distillers- who cannot ore I ^ 'T* ^ **** W ° uld invo,ve reCinlMt ' t0 

monoooJv On id UCe as - c heaply ias the large producer aiming at a 

( . ^Wnpfoon of free competition the evolution of monopolistic 

cn encxes would be inevitable under such circumstances, unless the Government 
c ecu Hie tendency bv keeping up Competition,offering a slightly higher rate to the 



smaller men just enough to cover the absolute expense of production to the Iatter # 
The smaller distiller under this svstem is exposed to the further disadvantage; 
that in the event of a higher bid he mav be turned out from his contract, in the next 
succeeding period, and thus have no guarantee for the security of his capital in¬ 
vestment, unless, as is now common in Madras, the Government offers a fair chance 
to the existing distillers, or buys out any one of them at a fair valuation in the 
event of his falling out of competition, finally, it is urged against this system 
that during the currency ofthe contract there is no incentive to fchfo almost monopolist 
contractor to supply good liquor: and though Government prescribe quantity and 
strength at the time of giving the contract, it is at best a poor guarantee while 

the contract is in operation. The Report, already cited from, observed •— 

H 

“The system, while far from being perfect, is the best working system of sunnlv ih* < 
has yot been devised.... In the opinion of the Committee the syst<*tn h V sHL\ at 
fully stood the tost of time, of comparison, and of criticism. 0 success- 

C The Punjab system is based on the analogy of the English svstem, which under 
certain restrictions and safeguards, allows any person to manufacture spi r j t ail j 
to sell it to any licensed retailors throughout the province. There is the obvious 
advantage in this system that the suppliers compete among themselves; * nc( ^ 
therefore constantly being stilulated to their best to obtain and retain the cmstoi 
of the retailers. The quality of the spirit thus offered is likely to be much better 
than under a svstem which would create a practical, if not legal, monopoly. 
trade hs free from restrictions which have to bp imposed in other provinces and 
the country spirit markvt is supplied on equal terms with the spirit manufactured 
on European principles. On the other hand, the system offers ; op reasonable 
guarantee of the proper supply of outlying districts; and is certainly ineffective t 
coAfirol prices in the interest of i he'consumers, in the event of tho^e hoi 
bination among the producers to keep up the prices. 

1). In the District Monopoly system the contractor is chosen not bv C on 
tition but by selection, so as to guarantee a minimum consumption and ooflse'm- 
cntly a minimum revenue : and if the minimum is exceeded he would have to pay 
the Still-Head Duty at the fixed rates on the excess consumption. The principle of 
selection in the choice of suppliers guarantees that the business would be in 
respectable hands ; and as the system enlists the help of the supply 0 „ thp _ 
of law it forms an excellent instrument to «heek unlawful practices on the mu 
of. retail vendors. The svstem is also easy to administer and removes the speeul ' 
tive element in the excise revenue of the provuice. But for the effective world 
of this system it is essential that the minimum guaranteed should represent H ‘ 
natural or normal consumption..of the area under contract, ]{ it fails'to w 
about this correspondence it would not succeed m making t!u- ( „„ triu . tor M J""' 
*" Die interest, of the government as in his o>\m '>wmg t 0 t he difficulty. how _ 
of the minimum guarantee, the contractors tend m p*uotfce to become nr J ’ 

ui' manufacture and sale subject to the payment of a .Still-Head du( . ‘ 
The system also combines the monopoly of manufacture with that of the sale ’ 0 f 
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/liquor and as such is open to serious objections. Though conditions may he imposed 
upon the contractor at the time of granting the contract, it but too frequently 
happens that the interest of the contractor lead him to neglect the spirit, of the 
conditions even when he observes them in the letter. Complaints are frequently 
m&de that the contractors exceed the fixed prices, (hat thev v ink at malpractices 
by the retail vendors, maintain no efficient preventive establishments, and that 
they have tailed to prevent, illicit, distillat/ion. 


The recommendations of the Indian Excise Committee, as already shown 
favoured the .Madras Contract Supply System, which therefore, replaced the 
existing .systems of Bombay, and improved the systems in the United Provinces,- 
Bengal. Behar, and Orisa and parts of the Central Provinces. Under all these 
systems the main incidents of the tax are similar. The revenue from intoxicant 
liqour.s is derived from tw o main sources, duties on the issues of liquor, and sums 
paid in respect of the right ol ■•.■tail sale. right to .. area j s 

granted under the normal arrangements now prevailing all over the country 
by contract, thus preventing unrestricted competition and facilitating proper 
supervision. The restrictions imposed upon the contract help to secure for 
the government the greatest, proportion of the monopoly profits. Spirits produc¬ 
ed in distilleries pav a Still-Head duty: Out-Still spirits are manufactured aud 
sold under a right to that effect obtained by auction. Eioenres for manufacture 
and retail sale account for the hulk of the revenue from country be.-r, while the 
toddy consumption is taxed by means of a fixed fee on every tree from which it 
is intended to draw the liqour; as also the sale by auction of the right to 
retail vend- Spirits and other fermented, liquors, manufactured on European 
principles, are taxed at the same rate that is levied upon similar articles 
imported from abroad, the revenue from these import duties being credited in 
the accounts under the head of Customs, though even in this case, sale license 
fees have to be added to make up the total Excise revenue. I n some cases the 
manufacture of local spirits, e. g. the drawing of toddy, owing to the back-ward 
condition of thesu tracts, is made tax free or -abject to a nominal fee, but 
the exemptions of this nature tend to be, restricted. As for the sale of lice use a 
for the right to retail vend it is accomplished by annual or at most trienial auc¬ 
tions, with the result that the growth of considerable vested interests is prevented 
at the same that the higheat revenue is secured to the (Jove; ament License 
for the sale of Foreign liquor are usually granted on the paym-nt « ; { ,j se d fees. 
As for the number and distribution of shops, the Government of India in pacing 
orders on the report of the Indian Excise Committee laid down 


“ fj shops are allowed to be so sparse that each has a practical monopoly over a 

considerable area, prices will inevitably be r.w.'.d aiidilliu. practices encouraged. 

On tbe othor hand while shops need not nooe;*i\riiy be so limited as to xu tko it im¬ 
possible for a resident in a particular area to get his liquor except from one particular 
shop, it should only be possible for him to do so at a cost n( conutdc^oie wnconr^niwice 

. ••■•It two or more shops are equally convenient to n nau.bui of ].*riou 6 the 

fact affords what the Government of India would regard as prim* facia undone* that 
the number of shops in that particular area is excessive.’ 





([ 
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Under these orders the local government were invited to consider the redis¬ 
tribution of the shops in their jurisdiction, and, wherever practicable, to determine 


<SL 


the locality and the number of such shops in conforqiitv .with local opinion, as 
voiced by advisorv Committee set up in every provb.ee for the purpose 

• * it ■ / 


LVII. CRITIQUE OF THE INDIAN EXCISE SYSTEMS. 


1 . 


eon- 


After the review of the prevailing systems of taxation we may proceed to 
aider the question : whether or not the drink habit and intemperence have made 
any dangerous progress; and, if so, what steps should be adopted to prevent tK> 
evil. I 11 this connection the marginally notell statistics of consumption l a ^ 


vinces in the last decade would be instructive. In every case there 


Province. 


Country 

Distillery 

1005*6 

Gals. 


Madras 

Bombay 

Sind 

Bengal.. 

Dollar and Orisa 
Burma 

United Provinces 
Punjab 

X. W. P. Provinces 
Assam 

Centra! Provinces 
Berar .. 

A j mere 
Coorg 

Baluchistan .. 


1,221,810 
2,392,423 
183,175 
452,242 
,300 


308,300 
4 40,5j0 


1,148,888 

170,651 

17,358 

30,520 

44,0830 

520,993 

30,449 

20,057 


e is a considers 
spirits bl ° lncrease ln tl,e lssu « of spirituous liquors * 
1912-3 In the country as a whole the consumption 
G#,s - shows a decided increase, though n,.. ; ' 

1,773,078 . not lG the 

2,448,034 saute proportion'as the increase-in .• . 

1,137:613 As alrcad - v obscrved tho official explanation 

i,S o£ tbis increase US contained in the possibility 
'S of better records of consumption under t u 
7630.33 new system of Still-Head dutt i 


is 


Tolai 

Foreign spirits. 


436 374 - dUt f> Vhich .. 

iijjeo rapidly supplanting the old Out-Still system, 

33.306 as well as in the improved 'economic condi 


Grand Total 8.882,594 


llmim ° f tht P eo ^- Acc fP\kg this exp la- 

s.882,594 11,504.45 1 nation the Temperence Reformer would .still 

contend that the Government of India is as far as ever from t»be i(h ul r»f ^ 

_ . . r , - .. Wtu OL putting 

taxation the harmful habits engendered by a raise sense ot limitation . in ,i , ;, 

miseou- 


ceptiou of down by civilization the Western 


The 


enormous interest of the 


Government itself, which now* Aids a very important and growing source of its 
income dependent upon the drink traffic, cannot but expose it to some suspicion as 
to the genuineness of its endeavours to curtail the drink habit and to prevent its 
spread. This dependence will be all the greater in the new system of financial 
autonomy in the Provinces, under which Excise becomes universally a Provincial 
head- It is true the Government of India has not yet accepted officially the idv 1 
of the Temperance Reformer to be absolutely ending the habit of dm,! T- 
legislative or fiscal coercion. Rut to those who regard tlnvt ' 


end of the activity of the State Ui this respect, it 


as the ultimate 


■_ I_H Cann °t but be a matter 

♦ H is yet liupwaiMe to give a reliable statemeut of the conTumnUo^TT----- 

whole ot India owing to the impoisibihty of k.-epine an; oi taUwUaUte 11, 

niinilar drink, as also to the Impmwt reo.rcb oi Out-Nill moaucdlS 11 ..^'“-"uuptlon ot f.i- *Ll or ft? 
Decennial statement ul the Condit ,,m nTk41 * »“«*' • l * I be nhr»v.. ftfid of liti- 

give a more 


____ _ r __ , thfr 

statement ol the Condition and Progress oi Indi i JJJjj ubovt iigurcfe**!5 

re up-to-date account of the consumption am! Ucvtsiuic In liombuy i J P* loU 

Year. Gals. Rs- Year- 

1910-11 .. .. 2.015,526 1.09,11,158 1014-15 .. 0 w 

MW*M ' ' •• ••• -i.54S.MS 1,SU,U4,7S2 1913-16 .. 3 :Ji ‘SO 

1918-13 .. •• 3,458,900 l .88,01,964 1910-17 .. •• ..•.■.r- 87 0 

1913-14 .. .. 3.430 532 1,99,28,493 1917-13 .. .. 


1918-19 


w ? 477.i»92 


31 


V"d.2>s iso 
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of regret that the Government should continue to derive, and ^e dependent 
increasingly upon, this revenue ; since under those circumstaces every 
proposal for reform would bo unconsciously viewed from the standpoints of 
its effects upon the exchequer* 'the financial interest may not be dchberataly 
sought to be mad. predominant: and w. may also concede tha.mv.rv .ndmdnal 

officer, If questioned pointedly, would probably five jftalerW. to the <M> 

and moral over the ' purely Bscal considerationSi But the danger of adopting 
measures which would reduce and ultimately destroy a source of revenue now 
yielding over 10% of the total revenue, and capable of doubling itself every ten 
years, are so serious that every executive officer is bound to hesitate before 
approving such measures, however unconscious, however unintentional this 
rttgnrd for financial considerations may be. 


Given the influence of revenue in shaping the Excise, policy of the country 
we must admit that within the limits thus set, the efforts of the Government have 
no doubt been directed to a reduction of the temptations and thereby also the use 
of the intoxicating drinks. Tin; table in the margin shows the number of liquor 

shops in the country which undoubtedly 
displays'll healthy tendency to decline. The 
reduction in the number of the shops in only 
indirectly serviceable in the cause of Tempe¬ 
rance Reform, but none the less it is an effec¬ 
tive means of combating the evil. Similarly 
the reduction of hours during which liquor 
is available exerts a tendency to reform or 
• . at any rate to minimise temptation to 

the In.I ial ur»Jce r who must thus get his supply if at all within certain 

fiours, selected Mill i, , . , . . r . . 

", 11 must be sard, not without referenc to his convenience. 

But briny limited ft,, ... , • , , . . . . . 

ti e t c th • prevent undesirable excess. Legislation, moreover, ot 

sale of ^drinks UE6 reoe otly passed in Bengal and ot her provinces prohibiting the 
> '« to young children has the same healthy, tendenev and, to a degree, 

succeedMn the aim. 


Year. 
1901 02 

1902- 03 

1903- 01 

1904 - 05 

1905 - 06 
1906 07 

1907- 08 

1908 - 09 
1909 10 
1910-11 


No. of shops. 
105,080 
107,741 
113,374 
113,110 
113,312 
110,2S0 
107,002 
tl3,355 
90,510 
91,00(5 
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Y\ I! 


Province. 

1001 

, 1911 . 

* 

Rs. 

Re. 

Bengal 

.. 5.7 

7.6 

Behar 

«. .. 

3.2 

Assam 

.. .. 

5.0 

United .Provinces 

.. 3.5 

4.7 

N . W . Provinces 

.. 6.6 

3.7 

Punjab 

.. 6.3 

8.4 

Central Provinces 

.. 3.7 

6.0 

Burma 

• ■ ■ r 

6.4 

Madras 

.. 6.1 

8.0 

Bombay 

.. 3.7 

5.1 

Sind 

.. 5.0 

6 . 1 * 


The policy of raising the rate of the tax so as to make the drink habit a 
more costly habit is also pursued with the same object and hence we find, as tbo 

tuble in the margin shoe's, a steady increase 
mil. in the rate of the tax. There is, however, 
one serious objection why the policy of 
merely raising the rate of the tax would not 
by itself be enough to. VMtnu and eradicate 
I he v,co The rates as now charged are not 

only no prohibitive, but they have a tenden¬ 
cy to become increasingly less effeefivi in 
proportion as the eeonoiuic position „i t|„ 
people improves. Unless , tin. 

11 * 1 rates opn 

annually revised and raised the • 
is not likely to be accomplished, while revenues would grow at such a r ° *, * 
the Government would become more and more un\Vi]ling ^ ^ ,<lt 

altogether to abolish the drink traffic. It is 0 f course difficult to sa\ li 
the rates should be raised in any given year; and wehther when raised 1 ] ^ 
would not be possibilities of evasion of the duty by illicit production w j\ eiC 

would be more harmful from everv point of view whether fi SL . n i 

• 1 ^ 4 j'-cii or social 

This in fact is the greatest difficulty’in the way of Reform. And U m 

way to remove it, short of an assumption by the State ot a Omelet* 

monopoly of the distillation and sale of liquor. The profits which now to the 

private middlemen will thus be saved. Government will have better 
to base their periodical increase in prices. For some time t 

Ovie would 1 . 

uy danger to public, revenues from this source; but Clover 

monopoly can so regulate the supply as by sheer force ot ■ ' "*fh a 

ultimately to be able to destroy the drink habit. anomic lad,or.. 


11 

The eatablifihment of a monopoly in the drink traffic will • i 
end in view, unless the alternative forms of intoxicants me •• ai 
f not monopolised. Recent reports of the Excise, 

n the use of cocaine aud other more deleterious drugs ; and it j s . ° t 10 luc tease 
he object of Temperance Reform will not be realised unless^,. ^ ar gue t-hat 
dchohol is similarly controlled. In the case of Bhang, Q. • substitute lor 
control is at present exercised only through the svsbcm c [ r '' ’ ctc * the 

where these could be sold. Complete and effective mo fusing the shops 

intoxicauts is not to be thought of for sometime to < U1U( , j ° t-hese forms <>( 

the opium monopoly may suggest tlm possibility and tl * e 6x P^'U»ut ol 

however, of the Native States, and the possibility v f * ■ nal * Th « Potion. 

ment of monopoly from beyond these internal frontier ",','" "! , e " UUo1 04 infringe- 

——.— ...... i , y ’ lll uat tu? f ullv • 

t vT ^ w £V , ? n »V U \« !t *"• not *em a« though the province, wim,, ' 

were taxeit atf the highest mii. Assuming that the higher The tax tm I .... n ,! *•' most ron, i,, - * 

tion, equalisation ot duties or at any rate their increase in proportion to tnJ \v* n * J » l iru r, -» c Y v> e.ii<o 
local f venuet. The progress in redurfns SIht, is ' T “ 
but there s still room ior.consolid.it ln„ ( ,i The K seise Policy. Cutter the rieom m v'.i iuombm 

wc estimate the total o.\eise ttevenue at uot less titan dj crorcs. rm-omunmdution we huv* SJJJJJ 


.1 V 


lit 
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before any policy 01 complete control can be seriously proposed. But making 
dne allowance for all these factors the statement must be repeated that the only 
way to cure the drink evil is to completely monopolise the intoxicants of every kind 
and thereby so raise the price rapidly, progressively, consistently as to make it 
beyond the power of all but the richest classes to ruin themselves. We recognise, 
indeed,that there is a world of difference between the ideal of the Temperance 
Reformer and that of the Governments in India. The former, aims at absolute 
abolition of the habit. The latter would not interfere with long-standing 
habits. Custom and prejudice would, therefore, confine their activities 
only to regulating and guranteeing a good supply of the stimulant, gradually 
raising the tax so as tu make the habit more and more a luxury. It is 
impossible to enter at this stage and in this work into the ethical aspect of 
the question : whether t ho Government of India does well to associate 
itself with such a source of the ruin of the people by making themselves 
dependent on the revenue derived from this source. While too sudden a break 
with habits of half-civilised people may undoubtedly cause political 
anxiety, which no settled Government can be expected to invite if it can be avoided, 
a full control of the sources and process of production, manufacture, and distri¬ 
bution, is inevitable if the ultimate end is ever to be realised. During the process 
of the suppression of the habit the state must deiive a ievenue which may, 
however, loose all the taint of its origin if the increasing dependance on that 
revenue is avoided, if the*possibility of reproach of trading in the miseries of the 
people is at all destroyed whether by a monopoly or by license and sale duty* 
think it would be really better if that revenue is derived in a form which 
makes the control of the source all the more feasible. 


this end, therefore, of restricting the spread of the drink habit as much as 
possible, by action of the state, the proposals now must commonly made are: 
lini the licenses for the sale of intoxicants should be steadily reduced in number ; 
that f|i.g hours of sale be[further limited by later opening and earlier closing hours 
being compulsorily adopted by all licensed premises; that the auction system of 
licensing should be replaced by a system of fixed license fees as recommended by 

the Gov eminent Excise Committee of 1905 - 06 ; that the licensing function be re- 

moved horn the control 0 f the Revenue Department and placed in th£ hands of the 
Local Advisory Committees or some other independent authority. As the Govern¬ 
ment ofvfndia has never accepted the suggestion that the increase of revenue indi¬ 
cates an increase of intemperance, they have not looked quite favourably upon 
some o f these suggestions. They apprehend the intemperate zeal of the Temperance 
Reformers so much that they are unwilling to extend the scope of the Advisory 
Committece already in existence or to add to their number. On the other hand 
their aim is not to interfere with the habits of those who consume alchoiiol^^ 
moderation. and so they cannot accede to suggestions which would abolish 
problem altogether.. The critics of the Government on the other band ate a 
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o t too groat a spread of the drink habit and regard the increasing dependence 
of the Government with a degree of apprehension. In mir opinion even the sugges¬ 
tions mentioned above are more in the light of palliative.^ than a bold attempt- 
to strike at the root of the evil. The only thing that we can say in their favour 
is : that given the temper of the Government of India as it is constituted to-day 
given also the difficulty of avoiding the greater evil,—illibit, uncontrolled produc¬ 
tion and consumption, — these suggestions seem to be the next best after the 
complete monopoly of the manufacture and sale of the intoxicating* drinks * 


n 

The other portion of the Excise revenue which is relatively insh'i f* 
ived from Hemp- Drugs, and Opium. The former source of reveiin " 1 ^ 


is 


Hi 


derived-“r'-e-.x. 

by the recommendations of the Hemp-Drugs (commission of ^ 

grows practically in every part of the country the revenue is derived by * 

cultivation under a system of licenses. After the plant has j^een haw tU< 

stored in bonded depots; and before issue of any quantity to liceu^ ^ ^ 1S 

quantitative duty is charged. As in the case of intoxicant liquors vhe a 

of these drugs also is subject to a license fee. While private possession bv 1 ^ ^ ^ 

people is prohibited, no restriction is placed however on the use of a wild t>l ** * 

green state or if it is cultivated for the manufacture of fibre. Tin* * 1,1 l ^ lc 

which have been raised since 1905-06 vary from Ks. .3 to 11 per seer f ur * Ut%v 

from Ks. 6 to 16 per seer tor Cheras. Bhang on the other hand is tax^d ^ * 

lower rates in some provinces by acreage and transport dutiei onlv 1 i, 

cover the re ail sale of all forms of Hemp drug are usually sold k A . 

\ v auction. 


a t much 
etises which 


V\ 


Before concluding this section, it must, indeed, be adiuitt* 
measures suggested afford quite certainly the guarantee of a . * Uom * tbe 

It would be futile.to charge *tlie British administration n* \ ^ U prohibition. 

iiavintjr nuT{ ,f isofl tl 

Drink traffic. In so fur as it is the result ol imitation it i ' . ‘ c 

• , , r 1 IS voluntary In 

so far as it is due to customs of old standing, it i s rooted in [Ve nd 
beliefs which have no apparent connection with any given system *** 
of administration. The new ministers in the Provinces will 1, ,1!' V^vsiotuiel 
objects of deserving increase in outlay being pressed upon t h ' & ° { 

to sacrifice this jpreat source of revenue "fill at once ] eu3 > to be able 
chapter iu this part of our work we have suggested certain '' ' t ' :0uc ^ ll ding 
txation, which might web replace the more objectionable n ^ t ^ tXative forms of 
increment in Land Values, manipulation .if ' ° c ul ’ taxt -' s - Tobbae. 
_ _;_ ol , (, otnmercial St a / , 

• The transfer of the Excise department under the new ■ - _ ^ Uties) in 

inflnit* vistas or speculation as to the future ol t.ha drink questinn Mllu l lou ‘o an i„ 

on religious grounds, there is no fear that the new Indian mi ... ?■ BarlatiTt. l‘ Jla u lnlul... 

revemie in this must difficult question. If absolute iir. Inn fl-^ffi^vuld to fcXxh- "P 

revenue most continue to be raised from th» ,i,i„v ., ‘If 011 '» *'*hml utt-ri.. 1u £«w , 01e to . / *«o>n:anw 



obvious guarantee, which local Governments, Uke that „t Uombav. wuid t„r 05 

Bxclec Poo',, by «t once doubling the rates of their Excise Duties', or bv rapine Vi ', 1 lt; "‘He* of U' an 

uav the whole ot me Provincial contribution to the Imperial Evdienhil? \ 8 HV ; „i|® w <"<dlhic 

Uhtncial system disUked if «ill be killing two bM*^Ith^tvut ;fO V " ‘’to - n 

1j tints n «do problematic. uut ««ut, U the Prov hjcUl CouiVlbum,"’ 
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; s like Bombay, may be instanced here to meet a possible counter argu¬ 
ment-. But when all is said, we fear we can sec no immediate prospect of a complete 
a cessation of Excise Revenue as an index of the complete stoppage of the Drink 
Traffic. While the latter continues, it would be imprudent to waste the 
revenues that could be obtained therefrom, it would be suicidal to forego the 
control over consumption, such as it is possible now . Hence our suggestion for u 
monopoly ; our expectation of an increased yield; our recommendation of making 
Provincial contributions only out of the increased Excise Revenues., so that 
this unwelcome item of expenditure may fare as well, or as badly, as the 
possibility of increase in this revenue under Provincial management. 




LVill. CUSTOMS REVENUE. 


The Nature and kinds of Customs Duties. 


Considered historically the system of Customs revenue in all its forms seems 
to luive been developed much before the counter system of Excise revenue. If 
we regard Customs duties as consisting of all tolls, dues or taxes, levied on account 
of a government, on the import or export of goods from every centre within that 
government, we shall find these duties a recognised source of the income of the 
Prince as well as of local governing bodies, in India from the earliest times.* 
In their nature these duties are like Excise duties, a charge on com¬ 
modities—a tux on consumption. They differ from the latter only so far as 
they are levied on the movements of goods, is levied at some stage in 
manufacture or sale of the taxed commodity. This difference—though 
11 uuouuts for a very considerable dissimilarity in the administrative 

Ueatment of these two forms of tax revenues—is in the essence, insig¬ 
nificant. .1 proper Customs Tariff, famed with a view to revenue alone, 

must be adjusted on the same k principles that govern the Excise Reve¬ 
nue. Thus in Customs, us in Excise, a tax would be productive only 
if it is levied not only on some selected articles of wide consumption, but also 
on all the possible commercial substitutes for these articles. Rut the financial 
aim of such taxation would be defeated if too many articles are taxed, as 
such a com so would encourage smuggling. It is, therefore, best, from a 

pure!) lexenue standpoint, to construct the Customs Tariff odt of a few, 
well chosen aitides of universal consumption, with gradations, if possible. 
:ii the ute of the tax according to quality, in order to make the tax more 
in accordance with the ability of the tax-payer. The purely financial 
standpoint w ould also require that all the commodities made subject to < 


iVm C i/V-f CuatproB Revenue does not meet with my prominent mention iu the works 


-mud-., cm- iiiumu eusioinH unties Dave attracted t.oaalderuwe attouuon iroin uk; between' 

f ' ,e ear C' ward oY tlie English i/i Bengal were directly caused by a difference or o \>' “^y^cca* like 
tile Xauab. and the Comiwiny’* servant* on the question of these duties. In tHe«»rui jim m ^ 

(fullitj h proper system Ol Customs CLcveuue for the Uouciit of the State or contra! Govern 
deveiuped very early. 
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Customs Tariff should, if produced at home, be made liable ro an equivalent excise 
duty to prevent any deflection of industry. 

The difference of administrative character between Customs : and Kxcise has 

led to important distinction in their practical treatment. 1 o prevent evasion of the 

Duty, it is regarded as of cardinal importance that Customs should be levied on 

only tlio 'o articles which are to be imported or exported ovir considerable distances 

and are of bulky character. Excise revenue is not confined any such rulcs.^Th^ 

need to adjust tbe tax*burden to thi wealth of the taxed community do man Is t ^ 

the* rate of the tax shall be in practice as lo^as is consistent, wit h the fir ' ' 1 * ^ 

res-t. This course of low initial duties has the additional ad\ Mr,fo e 1Ut * 

. , . . . * r .• ^vantage of mak¬ 
ing the Customs Revenue more elastic in yield. In times of i. 

• if* i by.a mere 

increase in the rate of the duty on articles of universal, consumption +j u . st ( 
ex pect to obtain a nearly proportionate increase in revenue. 

So far we have assumed that financial considerations alone goj,j e ^ f 

of the Customs Tariff. But hardly any modern country can pretend to 

Tariff exclusively framed on financial considerations. The unavoidable 'l 0 ” 18 

of any Customs Duties upon the industrial organisation have aiu d u ; t a ! ( * cfcs 

maxim that necesaries ot life and materials for industries should. us *** 

pcasible, be exempted from such taxation. We need not here in-orpoh/' ** 

controversy about Free Trade and Protection; but need only ubse-y^ ^ 

a purely financial Customs duty would be as impassible to eojy,trj( t is it 

b«* intolerable to maintain. At the same time, it must be admitted 1h (j , j 

principle of every protection duty makes it impossible for that du'-v | 0 i 

yielding. To the extent that a Protective Duty is productive of ' H TeV(1 uue 

necessarily be destructive pf protection. And oonverSelv t, , i * ’ nue> lt: must 

j> tno Extent t ■ 

protective it cannot be expee^ to be productive.-]- The l a .. 0(l j liat >t js 
O u'.stoms Revenue occupies in the Budget systems of the leading luum ° U " 

cf early that despite the professions of the Customs Legislators '"no eTi viT,! 

realises the ideal of the authors accord to their professions. \ ^ ' 

L1X KINDS OF CUSTOMS DUTIES. 

There have been, speaking historically, three a>H j n classes of (• 

the so called Transit Uutus ; the Export Duties aiid the 1, , U8t ° ms llutics • 

-.—--— An *port Du tic 

* J. S. Mill (Ilk. V. Chap fl Art. 2) would Ux only those ^7T7~-"—__ 

But $UU*. suggestion w.i,. c»ieutUUy insular and to liavo b2Jn i t,cs hot urodn^TT -- 

the English Customs bvdtoiu, wjieu- the main items oi the CustomaiiV n theNpcri ut kume 


f Ii Revenue alone were made thp yielding principle oi a Custom* t . 
to be baaed on the Railway analogy of charging Wluu the trallic ™tvs » a utv 


•naiter „/ 

"XlUtlt 


i. iiumi. .in ir.ieii it,,,., "HU, 

jo tiuiiort (or export) rliug lu m,ii* S 1 ' s eOwhitma i ,,, . 

It the import* we rluiekml.^ Such a Ivrio' V' *“«» ‘ 11,0 

o possibly realise the hlool of the ' l *«h 


wouiu Uiivt- lu w grauuauy uj. un, uiey roach a point, mi 

higlmst imports (or exports) under the tax. H the import (or export) 
be raided but the increase in tire rate may cease 1 
would yield enormous Revenue und wight unite 
incommensurate c<«t m the industrial 
prohibitive ot any competition with 

tfttabiUliineuta to delkitfotid deui wu *v mujc uiu uni m, tm, ... - .. 

i nerwed prices, resumed wiummptlo^ »u<l artificial directum of IufiusVry 1 “H* o» 


I l»e 

sJlet 

,ir> u ‘° 
i 


auu ui>v,mv uiuLv yusaiuiy realise the Uleal of ihr vi. Ti : 

ustrlul vcsouicos of the country. Coiivcxselv prot. b C M?' , l *4“ 'fny.U'al 11 ''; 1 
with the iirotocted commodity wit It ,i corr«tpondi^ l^“ ““ " aQ l " : 'M, 
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e first* is now almost entirely discontinued in the leading commercial countries 
of the world as the exactions of this nature prevent the growth of commerce and 
the building up of an Extrepot trade in a country otherwise suited to such trade. 
In the crudest form the transit duties are a toll or a tax on the mere, movement of 
goods, without any attempt to see whether the goods taxed are really objects of 
consumption or simply passing through a country en route to a more distant 
destination. In such a form it. cannot be denied that the Transit duties area.u 
indefensible exaction, hostile to the development of Commerce. In the strict 
theory of such duties, they would prove in modern states to be impossible to 
maintain, owing to the mere difficulty of furnishing a suitable administrative 
organisation whbh would be cheap as well as effective. And the rise in prices 
resulting from such duties would make them unbearable to the consumer.f In t he 


more modern torms of the Octroi , however, in which a town or city government 
levies a small charge on the articles brought to the city barriers, and meant to oe 
consumed within the city; or under a system of bonded warehouse in which the 


goods sought to be taxed would, in tin first instance, be charged the usuul duties 
and be deposited in warehouses, specially established for the purpose, them 
when the goods are re-exported the duty may be refunded—these duties do not 
arouse hostility they once did provoke. J The duty is very common and les^ 
objectionable. 


Public opinion also seems unfavourable to the Export Duties. With the dis¬ 
appearance of the old ideal ol a self-sufficing unit, it is but natural that anything 
which impedes \he export of the surplus of a country's produce, and thereby pre¬ 
vents it from offering the best exchange for the products that the country in 
question itself needs, should be regarded with disfavour. Under the influence of 
Mercantilist ideas European nations have been trying for now nearly thirty 
hundred years to increase the exports from each country ; and though the 
inherent weakness of the Mercantile System is now pretty generally realised 
there is atill a strong tendency to favour exports. European writers 
are, therefore unanimous in condemning the export duties en masse. § 
It is conceivable, however, that not all exports duties would prove equally 
injurious to the industy of the taxing country. A complete or practical 
ni ?_ n Pi? Q ty Pi.. ^Jggduct for which no commercial substitute is found, give an 


dcmv feudal «ovCTfliaaty 8 or ** V ie , 0ri « 1 n of those duties. l>o they represent 
£r.I Jn 1 : Kn , t T„ e f tllc> ; t0 V* couriered * Just return for services 

commit t, rii'i a* uuMrueUnu and maiiifnini..., ...1. 1 k.i.i., . 



au ill*ad*h»d cxercisoof 
ices rendered by t he state to 
harbuurs and docks. 11 the latter be 
condemned. As a matter of fact, 
services tfere seldom rendered by the 
- r. — extra dpecUl charge wa> levied tor tho 

til-story as W) as fn oconVi’ii?T’ ” l ltudc ’ before, ti* regards duties iuiaa ood justification in 

b the Irvin wt v.TTill *T ! hccoin* unbeatable LO the consumer m moot prominently illustrated 

u > + , , ‘ y 0,1 *3 l an l causes which J««l to It- 

• lmndl-d I \ , ^ ei4i wl <>utoi dm i * and bo have frame and Oermur.y I he System of 

I!r7(r m W r C y ll| l ,ll, 5 , i Drawbacks and It*;funds are nuw to be found in practically in 

.2 t/v S !hi tile World. Thus disguised the transit duties still continue/ though then, is a 
pretcj gcuerui oopdeibuatiun. 

, , * u Xhe opVlmportant countries which now levy any Export duty and derive a considerable tovepg* 
Horn it are . iurkey w. itli a uniform tariff of i l, 0 on all exported commodities ; India v. r.h « f, w charged 
duty oil Juteand and a concealed Export duly on Opium and cotton yarn, the bitter Philippine* un 
under tile hiuding of Excise, the former a Intn.slt Duty or monopoly price; Br* , miitK- "hkb ar« 

sugar, ileinj and fobao :o; and Switzerland, ltu*ala, AueDm am! Daly on some re* * l j. c tl) <d Export 
considered donopolies of those count ;i During tiie Boer War Enybmd i»u‘i re*** 1 • , c0l!n try iu which 

Duty, Frarpo abolished lier Export duties iu ltwU and Gonnany in u 

Export Dutvs form any considerable portion of tlie Customs Uevenp*. 
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rigid demand from all other countries in the world for the article taxed, there 
is no reason why the burden of the tax should not be borne by the foreign 
oonsuiners of the commodity. * It is also ccfnceivable that Export duties ruay 
serve a very useful national purpose, as for instance in conserving the food 
supply or a country, like India, liable to famines, f In fine, it would be premature 
to condemn all Export duties without distinction, \yithout a study of the 
special circumstances of each case. 


However much these older forms of the Customs Revenue mav survive there 
be no question that at the present time the most important form of Cast 


Revenue is Import Duty. For political and administrative 


reasons this form 


is beginning to be more than ever important. The formation of larger nati 1 

units bv federation or amalgation luis invariable resulted in • 

* r • • i . gmag increased 

powers to the General Governments for raising and manipulating the Cwst 

Revenue chiefly in the form of Import Duties. And the consolidation of F 

with the perfection of the means of supervison and the improvements i n ^ * 

Civil Service, has Succeeded in removing to a large extent the old objection based 

on the possibility of evasion and of illicit traffic. The new importance of tbe Import 

Duties is enhanced by the novel objects governing the resolution of these 

duties;—considerations of national interests in Industry. 


LX. CONSIDERATIONS IN FIXING IMPORT TARIFES. 

With the possible exception of the l nited Kingdom and the Turkish Em A 
there is none of the principle countries of the world which at- the present 5 
regulates its Customs Tariff on Imports or Exports, on an exclu^lv A - f ^ 

basis. In this respect there seems to be a marked divergence of ' llcla 

theoretical publicists and practical politicians. Economic writer? ^ etwoeii 

part agreed—even when they'belong to countries which have frank! - 
other than merely financial principles in the regulation of their import duties that 
on ail abstract analysis ot International Trade, such duties appear tob* a needless 
hindrance which diminish the net advantage of International Trade. The i 
tion of high Import Duties would no doubt check the Import Trade, even wl ^ * 
first obvious effect of such duties seems to be merely a diversion of tlv> ^ ^ ^ 
Trade from manufacture to raw-materials. For'in so far as the - ^ m port 
raised in price, there"would result some retrenchment in aXCCx ar ^ c le is 

involve restriction of trade. option which would 

The case, however, for high Import Duties imposed with * * 
protection to the local industries does not deny these avi ^w to g^aut ao mo 

abstract reasoning. The distribution 6f industries \ ° lnfere ^es f rom 
_ _. _ __ ' 111 tne world as we tn 

■- "J‘J S 

Materials among the allies. One of the suggestions (offered infth* thcT cona* c: auii>l C R 

as regards the supply of raw-cotton) fiS?**** 

Licenses No decision has been taken li.t the Indian oninion alternative tv, < l ov<ir unicnt 

.M 0rt “ anU fi * htly 80 ’ tlU **>' W<S « 
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ot based on that ideal assumed by the Free Trade economist, which, if true; would 
lead to the great world advantage from the growth of foreign trade as resulting 
naturally from the differences in comparative cost. There could be ho occasion 
for any demand for an artificial stimulus to a country's industry the principle 
of nationality were mode extinct; if the regional distribution of population so com 
pletely harmonised with their ethnic qualities, as to make the labour of each re¬ 
gional unit employed at the greatest efficiency in the industries climatically or 
geographically most suited to such a unit. Given, however, the force of nationa¬ 
lity and the virtue of patriotism; given the imperfections or inequalities in industrial 
development of different units; it is not surprising to find many deep thinkers 
deliberately ignoring or'contravening the inferential disadvantages of a system of 
artificial stimulus to national industries by means of import duties. It is possible 
to argue in many a country that an industry, in all ways suited to the natural 
advantages of that country, may yet be prevented from developing in that country 
for want of the necessary knowledge and experience among the people. Such a 
defect .would never be remedied under a system of fret competition from other 
countries who have managed, purely by historical accidents, to develop the same 
' industry to a much higher stage of perfection In such a case Protective Import 
Duties, by making competition with the protected industry harder, afford an op¬ 
portunity to foster such industry. Such a process of national industrial develop¬ 
ment no doubt occasions a temporary loss in the shape of increased prices, as also 
in the inevitable alterations in,the employment of industrial capital and labour* 
But granting the fact of that loss it may yet be claimed that the compensation 

from an alt round development of the country’s industry would more than set 
off the loss. 


rpi • . 

7* ca * e for a scientific protection has now become classic. The inherent 
limitations of such a case it would be futile to ignore. (1) It is in the best sense 
onh .i temporary expedient, since the underlying assumption of such a case is that 
the industry protected is capable of developing, it only in its initial stage it is guarded 
against unUnr competition. The necessary corrollary of this assumption requires 
that \vheu the protected industry has reached a stage when it no longer needs arti- 
^ ’ m to it mqfet betaken away. The sacrifice involved 

iiev(I } system of protection would have been thrown away if after the experimental 
1 * ge the protected industry still continues to demand protection. Oiie of the most 
pioblema which the protectionist lias to face in practical life to make 
selection of the industries sought to be protected. The limitation of our 
.n a> to the suitability or possibility of a given industry, the existence 
than puielj economic factors warpimr the judgment of the protectionist 
a nd influencing his policy, make it very hard to select wisely and to protect properly 
th<* suitable industries. Moreover the essentially temporary character of sciejm- 
fie or justifiable protection demands a removal of the duties wlu-n their object 
iltis been Served. jBut in practice almost all the chief , Vroteet iohi^t ^ min 
have found this an imposibie condition owing to tl#- growth of vested 
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interests.* (2) Scientific protection must also involve some loss or sacrifice. The 

nation desiring protection muat'make up its ijiind to bear this loss and treat it as 

an unavoidable or necessary expense for educating its people to> the desired pitc h 

of manufacturing skill. Such a view of the sacrifice involved would pass unchallemed 

if both the loss and the gain were truly national and evenly distributed. But 

in practice it not unfrecjucntly happens that the loss is. borne by one section_.the 

consumers only; and the gain goes almost wholly to the much smaller section 

of the producers. The.specious argument that protection creates more profitable 

emplovment may be adequate to entrap the ordinary workmen «•). ... 

,. . . , , • iij i . ’> "uo see the imme¬ 
diate rise in wages, and nave not foresight enough to consider the count -r | • 

effects of a rise in the cost of.living which results from the sa me ( .. lu ^ anc ln - 

siglit, it would ajipear as though successful protection, by establish! T * ftr8t 

tries, helps to create additional employment; but such a belief i s ^ ^ . “f* 

means that the total volume of employment in the country i s increasecT^yi ^ ^ * 

cessful protection can really accomplish is a change in the nature of 1 SUC " 

from poor to mpjre paying channels', it cannot add to the total volume of °‘ VlUent 

ment.t The working classes as a rule do not realise this and they are th«° UUpl °^' 

• oerpt oro, i us . 

pro- 

It is possible to make the foreigner bear the. cost of protectionist, duties^f^ 0 ' 
ceivable, no doubt, t hat a buyer or importing country in a situation of J 1S . C ° n ' 
strength—having practically a buyer's monopoly of demaud-^ay be able L t 1 ’ tl ° rial 
off that burden of the import duties.§ Hut in that, case, to the ettend 1|° 
burden of import duties falls upon a foreigner, the duties would fail i„ i ' • ** tlle 

object 4 ' would fail to be protective: for the only way in which U^. | 'j' 1 ‘‘t'g'uiul 


tructivelv protectionist. J The same also applies to the other argument, of 
tectionists in answering the charge of costliness or wastefulness of thltir „ ' 10 


* The expedience of the l'nited States of Ainurjun and the lierinau 
us both t hese countrli^ 


can be 


rosperts, as DOMt iiienerniminos, Working on entirely iiulii. 
conditions, of industrial organisation,^ ldch simultaneou 
lie protection and the practical difficuftieA Involved I 
up the contrast between the theory and practice of protet 

it**come n source of positive advantage until it gives place to ireectotn of .y ' 

ins oitce tasted the stimulus of protection. e,.miner. I d freedom b either linp'^Jb 



•mi. i.- touior iinruwLHiin,, . uir "r n nation 

'» ■W2»h'in 


duties should he hi«h when rtr.a Imj.I anrt 

fact, they begin with a uiwltrate elmnw an. I 
, ■ | nn.iaptioii that is to sfi) > the cost o. th. 

burden of protecMun, xvhfro 

.Jndiistr>.. j J • thc uioffical and n4i lie 


nat ion’s imlu.d riif edueiV^ . ^' tlioorv t he 

tVm'Tp rehl n upun l >(, Puhir, favour, , ,hr 

•tuMivf pohe.v «jl an nil r.m,. . U _ r V: • : • -tile UOliev J \!_ U1 


M 



| PrSSjsor pVliii' uicntitjiiB tho following live InstruS^!!^ Jl 1 
m borne bv tho foreign producer : A. when the ammL.t 


might, ho homo by tho foreign producer 
laying tin- tax ‘ 
the coat of produc 
to dispose o' 

tax is laid on goods produced with the aid oi large i 
price is raised. As long as the producer is unable t 
for example, Iron products from tiro Rhine 16 t 
are used only as substitutes for something else 


^ ajority oj Nv) .; , ok* 

, ex' 


#r » ''hefcnar i n Ki“!° .‘' : > s e of « 


dpuktit 
.^that, tax 


higher than that of the commodity for whh-b they "arc fifed , y * > J ^unau mS would* nu^f^V^^’V^xvhVch 

wheat i^-heap. (I)) in the case of commodities a large parfe of ^K" e. PUcfca?* 

country hut not enough-to iix the price absolutely, which i* still above °* on f u motion i ,5 when 

in that case would pay part of the tax if ids entry depresses the prfoe p AifcUon P ^V n *n the 
the tax when the commodity is massed in warehouses on the border ior iiuvron’ithi* 5 l : ^ul.uof rS 11 :m*v 
being imported In large masses depresses the price. " un °h ^ lie of nrii a '* ' i; ‘- 

Crtnrtiif OflrfiVM.qnv unrcifli. IncTnurnc nf n bmiar’i, .unnA^^I.. 


* Cannot addr^ary .spcciflr. instances ot a buyer’s monopoly unless It worn 
*e thc tax Is not conceived m a spirit oi protection. For the above casoa emv ,, e 
public Finance) pp. 220*7. 1 ’ conijia 


where 
to public 
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Wne by the foreigner is a fall in price. And if a fall in price does not arrest the 
imports the tax on imports cannot be said to be protective. (3) The greatest 
danger to the industry of a country from a systematic adoption of scientific protec¬ 
tion, however, is the likelihood of a permanent weakening of industrial position in 
the protected country. Tariff aid, instead of being a temporary and costly expedi¬ 
ent, becomes in many ca$es the normal condition of the industry of that land) 
thereby undermining and enervating the whole position of Industry. The 
enervating force is all the more apparent in a small country, where domestic com¬ 
petition is not sufficiently strong to prove the necessary stimulus which auto¬ 
matically compels an industry to keep abreast of the times. ^ 


if these necessary limitations of scientific protection are reorganised and 
appreciated there is no reason why a country, ambitious of industrial development, 
should not resort to it. Recent experience of great industrial countries have 
shown that import duties are by no means the only mdans of protecting one’s 
country s industries. If the cost involved in the protectionist experiment is 
accepted as an unavoidable price of national development the protection required 
may perhaps be more appropriately given in the shape of Export Bounties or 
direct Subsidies to selected industries than in the shape of import duties. 
The two last mentioned methods have a distinct advantage over the more common 
expedient of import duties; They make palpably evident the essentially costly 
nature of the protectionist experiment, by making the subsidies and bounties 
a direct charge on the national revenue, instead of an apparent gain which 
h f import duties suggest. The consciousness of the burden will provide 
ic ov * n remedy. Besides, as the bounties are given only to selected industries, 
admittedly of national importance, they would prevent the creation of any 
\t.Ttd intyjpyt.s which Import Duties bring about. To the extent that bounties 
an nfidiu b f , an industry they would mean a gift to the foreigner, for without 
the bounty there would be no exports ex hypothesi. If the belie! in the future 
oi lhe bounty-fed industry is well-founded, the bounties ought to be progressively 
reduced, and thus remove an unfair advantage given to one section of the 
jx ople E\en in the case of Import Duties, the problem of granting protection 
'Mt i .ic least risk of waste of national resources often requires a most minute 
adjustment oJ the scale of duties to the cost of production, to the various classes 
of the same articles, to the most delicate distinction between the' rivai claims of 
specific or ad valorem duties. 

ButUie pioblem of defiining the objects of a country’s Customs Tariff is not 

ovei. We have yet to examine the more radical question of Customs Policy, to 
econcilc the claims of nationality, with those of world commerce; to show, if 
po-oible, that the gain of the producer need not necessarily speB the Io5S 
the consumer. The rapid conversion of a number of the leading country 
the dosing decades of the last century to a policy of protection, in B P^' , 
limitations of such a policy, was aa much the result, of politi 
economic considerations. A general adoption of protection indiscrimina j 




tt fife I' ... 

„ n 

^3 ’ V ' 

must, apart altogether from an unhealthy attitude engendering of universal 
suspicion and unprofitable retaliation, result in a waste, of the world’s 
resources, owing to a misdirection of capital and labour due to the desire of a 
forced industrial development. The rise in prices, which must also follow in 
the wake of such a course cannot hut exhibit the resulting hostility between 
the interests of producers and consumers. If it is sought to avoid this last 
consequence by attempting to regulate the industry protected and fix the 
price, the State would soon find an effectual limit to its exertions. Without anv 
ability to offer an alternative supply ruch an effort must fail* q'|, e ,, nlv 
remedy to bring about, the fullest development of each country’s resources without 
injurying the interests of cofisuiners’ or causing a wanton retaliation is in our 
opinion, for the state to take upon itself the task of production, or at least its regu 
lation. If the units of the league of Nations become, competitive producers the 
classic principle of the comparative costs would automatically a.sert itself 
in that case the confidence of equality would help to banish a ll suspicion of 
ulterior designs. ’ international commerce would then follow the natural line ,,f 
territorial division of labour, the exchange between the trading nations hein.. 

effected on the collectivist basis; and governed by treaties taking #e place 'of 

innumerable individual contracts. The element of any undue or unearned profit 

in international exchange would disappear, almost in the same Way that the 

element of such profit has been eliminated m the exchange between the 

Cooperative Wholesale Societies trading with one another tbbugh situated in 

different lands. The control collectively of national production would a l" 

' render the task of regulating the price according to the cost' bf induction & ^ 

easy, thus avoiding the present, divergence of interest between "" 111016 

» . / n| 'SUiner5t ami 

producers. Recent events in many countries seem to show that i 

mation is by no means unlikely. In any case unless some such arram/euient 

is arrived at mistaken protection in national interests would be unavoidable 

from ambitious nations, bringing in its train all the. .undesirable (^sequences 

of distrust; retaliation, and waste to which we have already, referred. 

LXI. A BRIEF HISTORY OF THU INDIAN CUSTOMS REVENUE. 




At the time of the Mutiny the Customs’ Polity of the Comnanv’s t - 
laid the entire fcraife ot India in either direction under eontnhuti 
going into needless details it may be said that all the principal ’ T Wlth ° Ut 
and Export were taxed The former at the general rate of ° f lm P°^ 

Mr. Wilson in his first Budget proposed to raise the generan° ° V ° r 8<1 valorc,rt - 
(1859-60) subject to the exception in the case of some ; ! mp ° rt to 10% 
were to be taxed at 20%4 This Tariff was revised in 1864 wh^tf ^ ltlC ^ ea 


instance of 

t r 

Tobacco 


---- -- -___ general dut.v 

The o maim nee 01 profiteering even in the apparently controlled in,*" ' - 

e of the utility of such control ^industries dxm ng ^ — ~ 

The chief articles excepted from the general 10 % rule, and made 1 iahlo _ 


nice o» tne utility oi Burn control. curing war tlmo i 

t The chief articles excepted from the general 10 % rule, and made liable to imn . 8 an ‘ 

fccco, Beer, Wines, and Spirits—Wilson thus sums up the effect of those propSSi* >uty 01 20 % 

V .ncc rtnldfi 6/_ dntiaa 1 £• 


Loss on % duties 
Loss oi articles freed 


£. 
30,000 
02,000 


The tat tree list included wool, hemp, hides, lute, flax, tea, books, - pikto^nwpfcaiiAt 


maps, aud works oi art- 
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was reduced to M ad valorem, and agai*i« 1867 wl,en the list of articles admitted 

** of duty ^ " a “ G ‘SXIS 9 -* 
U r I'^tariff'was^ecast in 1875, reducing the general rate of Import'duty to 5% and 
ettecting a much needed revision in values for the purpose of adjusting the tax. * 

From 1875 to 1900 the Indian Customs Policy became the subject of a violent 
controversy between doctrinaire free traders and passionate protectionists; and in 
confluence there were frequest changes. The ruling caste, taking their cue 
from the prominent statesmen from Great Britian, adopted an attitude of uncom¬ 
promising freedom in trade, irrespective of India’s economic or financial interests. 
While the Indian public opinion of the day, such as it was. was gradually driven by 
the sheer intolerance of the Rulers in their second hand exposition of the free trade 
principles—to an attitude of equally unyielding protectionism, f Suspicious of 
selfish interests of the English electorate—chiefly of 1 he Lancashire vote which no 
lingliSh Government could afford to defy and yet survive in office—were freely 
alleged to be more effective in shaping the Indian Tariff policy than any real belief 
in the sacrosant principles of free trade. Be that- as it may. the Government .of 
India embarked, from 1878, upon a policy of the remission or reduction of the 
Customs duties with a view to establish an ideal freedom of trade; and though the 
heavy fall in the value of the rupee and the sharp increase in expenditure did not 
permit them to realise completely their ideal, they approached b} 1897 as neai it 
an they dared, in the then condition of the country’s finances, despite the protests 
u ’“ Indian leaders. The first step in the new direction was taken m 1875, 
w hit h was to impose a duty on cotton containing yarn not finer than 30 if similar 


Tl,e MIowW Table ijhowb the lint of articles taxed and the rate of duties iu 1S70- 

, * import duties. 

£bjvarel, Aims, candles, carriages, clock*, cotton, cabinet, ware etc., . . 

-* twist .... . 

?• •• ... . ; ;; ;; . 

3* Mcdb'Tne* 

o. J poured materials . 

I ■ v. • • 

Wino do. So! . •. : 

U. Other »nat 4 iiiaJa ' / .. 

Jj; situ^ ^ reH * 0 Paints, perfumes, porcelain, provisions and olhuansiom** 

14. Sugar .. * * * .. . 

15. Tobacco , * * • • • . 

16. Woollen piece rroods * * . 

Export Outies. ‘ ./* 

t ^ kM* .. ;; 

Y* .^hty per maim’d 

4. Indigo do. do. . 

Sec it. C. Dult’g “ India in fch«*vt.^_*. 


7J % 

HC 

74 % 

is % 
rt/s 
3/8 
1 % 
l\ & 

/a /o 

7A % 
71 % 

10 % 


H %pcr md, 

6/8 -5 



aim i^v< j nc* exiiatr irom Lora Sallhbury b <h*si.,i»ch given In an Appendix to Stfnchey » op* < *} f -: 
n* : !!! a ?f, S1/i 1 le lowing resolution of the House of Commons as indicating the English 

one quwwQn.— / . into 

* j;, a tUeppfnl°n t of this House the duties now levied upon Cotton manufactures t l m Se ropcuicU 
J. a Dg protective In their nature, are contrary to sound commnrchfl policy, and oug r . general j*Hu 
wlthuui. deluv no aoon as the flmuid*l condition of India will permit.” (July 1 ’; i 1 < ?L / Knoutd exist " deb 
' l )lc , governing the Customs policy wore thus enunciated by Strachey: (1> oroduced at bm 

aftoids protection to .Native Industry ; no duty should W. applied lo any uiticte which J pt for puijMy 

without an equivalent duty of Ex else on the home production’: no duty should bt^ fHlg toprodU^ « 

llsca purposes. U) U far as possible raw-mav.ini* oi industry ant arh* h* 

should be exempt from Customs taxation (3) Duties should be*onl>jS ,ll ( 4 ) Export dutto sho 

rttVfefie of BUfllclcnl import mev. to j.»stir> an* 1 an biicrnM-i^K 0 i product loll. 

levied only ua tb^c ortiuXcS of wjiivh the exporting equuUy ha. a ‘ 
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in character to goods already produced at home. Ac the same time Railway material 
was exempted from import duty and 26 other minor articles were placed on the 
free list. As there was very little difference between the cotton goods which were 
exempted and those which were still liable to be taxed, in 1879 all cotton "oods 
containing yarn not finer than t*3U*s were exempted from duty fit a sacrifice of 4) 0 
lakhs. But tlie cotton goods were the principle/source of customs duties *% IU 
if they were to be exempted there was no sense in maintaining other import duti 

which were likely to be more vexatious than profitable Thn 

. J ,le Prosperous conditio', 

of the finances enabled the Government V> or d Ripon to abolish in 188? tl 

maining cotton duties and the rest of the general import: tariff-j* AVith t] 

of a duty of half atm a per gallon on petroleum, no other imn - •exception 
. , x "iporr duties were 

i imposed between 1882-1891. « 

Ever since (lie sixties owing to the impetus given by tile Amori, 

ju iican C l VI1 T \T 

Tndiii had witnessed a continued growth of cotton industry o r „ n , • , War 

latest mechanical, improvements.basis; and by the eighties the Indian M l - 

begun to meet the local demands to a quite appreciable degree. ]i„t ! S ^&d 
was seriously handicapped in the early years by the competition of the j ln ' ,usfcr - v 
Mills which had attained a far higher stage o» development The 
Indian Mills in commanding cheap labour was more than off-set by the °* 

of that, labour; while the advantage of English Mills in having cmnmanT * 

superior raw material in America had no counter-part in lndja,\ The ^ ni °’ n niUC,i . 
of 5 % which the cotton manufactures ol England Daid into India e 0l i 'i'" ^ at ' V 
t feibly have any protective effect on the Indian Industry. Xev^helev ' ^ ^°® 
Lancashire vote exerted a continued pressure on the English ^ Str ° n g 

t.h. Indian Government to remove the Indian duties; and. in ' >llltH to force 

wars, and falling rupee, the government of India had at last to bbev ^ 

success of the Lancashire agitation naturally aroused suspicion in theTnl ^ ^ 
s to whether the anxiety on the part of the English agitators for , ! "“i"* 1 . 

the import duties in India was-really the outcome of a genuine belief i u M i ^ 
taaes of free trade ; or whether by any chance it was the result of , 

apprehensions of a. rival industry. We find, therefore, the. gro«w ^ 
in the Tariff history of India centring round the cotton duties \ ^ §gle 

(heavy fall in the exchange value of the rupee brought the Cover t ' 894 ' 5 
with a deficit of Us. Hid lakhs, the only way to adjust which „• .‘T^ ^ to >Ce 
a general 5 % import tariff, the duty on petroleum was at \\ X{ ** * le ‘ stor ^lion of 

• sir J. ^inirlu'.v, Hi t!td Kitian.Mdl iir 1,1 : k; s .. ( • ^ ,U, ‘ 

ill 1870-7 to £4,17«MH7 or u M t £4,OJ8j*id(> ui ttdsauiuunt niU i«m* 1 lc ‘ to tal „ - - 

£ l, 607 ,m t*>r custom*proper. Out ol these cotton dufciqsUniou,.^ 1 , 1 , dut ■>’ «• <mue u, UoUntftll 

whole ciwtuutt revenue a serious uvm to sacrUlce in tin- i Uu , ,., u , \ u ' ± 811 ,:um * ° r 
t The remission in 18 *** ww per imp, !e* omKTo 

ftction ot J67» and 187U. iu the euiHc: years war ami famine Kui « , 'V r| n*»nciui .JL?* ***&>< 11 

inevitable. The temMou ol any existing item— paniuilarlv ttiV i»V/i m ‘ a tM »;V lmu the 

objectionable as much *ui Jinan. ial as on Usual or n-onotnic «rii\Hid8. P ?h fhi'i 5 lu ‘«» *of ? u ' aal 

Iniildfi.* rminnim anil nviiiinilil.iii.A. Ai*..r l , 1 :.. h* ''Ut; YftAr , i dlltU?- ^ 


inside ; revenue and expenditure* alter balancing i. .d t 0 it a sundt, u V‘ r tia-r T V 
decision ol the (jo\ eminent did Hot. yter«for<’. -cm so Orwi-antiv it, tt r, ,|ut5, *» won. r '*1 
the-•arlierdecWou had been. * u “Motion u , inuu U v W } u, ,lli - Tut 

in this connect ion-U would be interesting to observe that Indians are nn.i u ' 1 ■ -v 

Taiiit' cluing“ ^ J k|-*|| u - •»- -* £ '■- - r 1 -- “ 

than Hubmit 
power 

ovi«wj f vm **■ ny »1 
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But, submissive to English pressure the Indian Government excluded the cotton 
goods and fabrics from the import tariff, so that the net gain from these changes 
R, 120 lakhs, leaving still a deficit of nearly 50 lakhs ; which rose o a crore 
bv December 1894. Cotton goods could now no longer be excluded, as they were 
the principal source of the customs revenue; but, lest the imposition of the smal 1 
5 % duty should give any the slightest protection to the Indian industry, a Counter¬ 
vailing 'Excise Duty at the same rate (5 %) was imposed on all cotton yarns of 
2 q , 3 produced in British India in Mills, the small production of the hand-loom 
industry being excluded. But still the English Mill industry was not statisfied 
as s<yne English exporters Were for lower counts, as the English goods paid duty 
on the completed value while the Indian Mills paid only on the yarn value. Hence, 
in. February 1896, cotton twist and yarns of all kinds were exempted from import 
duty and a uniform duty of 3 ! % was imposed on the woven goods of all counts, 
whether imported or manufactured in Indian mills. These changes were naturally 
construed by the Indians as extremely prejudicial to the local industry and they 
have left imperishable memories of a bitter wrong. * The cotton duties thus 
fixed remained unchanged till 1917, when the cotton imports were made liable to 
the new' general tariff of 7\ % while the question of Excise was left as before. | 


<SL 


The only other interesting item in the Tariff History of India is the counter¬ 
vailing Duty on the bounty-fed sugar. Imposed for thefirst time in March 1899, 
.t was meant to cheek the imports from countries which were giving artificial en. 
< c>urai>emeni. to the sugar industry. The imports were in the next two years not 
much affected -hough the revenue in 1900-02 was 7 lakhs; and so the rate was 
raised in 1902 03 to prevent the artificial underselling of beet sugar,by combinations. 
But following the sugar convention of 1903, the duty was reduced. The tariff 
changes made in 1916 have made sugar taxable at 10 %• 


The only important Export Duty, before 1916, was that on rice at the rate 
of 3 as. per 82 lb.s. During the War additional Export Duties have been imposed 
on jute teajand indigo, the earlier tea duty of 1903, being a special collection ex 
clusively reserved for the benefit of the tea-trade. Iu 1910 the. imports of silve'- 


coin and bullion were taxed at 10 %. __ 

* The customs revenue from cotton good* was Ks. lld titUE. Jn 
next five years. Die axel .e duty on cottou was 0 lakhs m ‘ were lert untouched (1010) 3 

t In the first tariff change# made during the war cotton nmufactur^s were itit unrou - tt 

For this reason - The council will naturally ask why, at a Sd S ^tSn aloM. Well, the 

material enhancement ot the tariff in nearly every other direction, we should ei cotton^ ^ ln ^ 

Government of ludia have not failed lo represent their view that tliera elu uld b' h wi(1 Jjpjead criticism »n 
cotton import duties while the cotton Excise, which has formed the <|"?SuL cr a bq)tehed when liuantial 
this country, should be left unenhanced subject to the oJ wlm i^^ MnJider the position form a 

eir. mustances are more favourable- But HU unfortunate.... 

wider stand point felt that the raising of this question at tlicltfos Empire as between one anoth«( 

His Majesty’s Government feel that the fiscal relationship ot all parts ot the mninr uestlou reaisod by 

and the rest of the world must he reconsidered after policy which may be U,om« 

- lie cotton duties to be considered then In connection with tne general 1 n ,»»d-P"‘oi* 

heat for the Krnpire” (Para 40). rtv . frr , m financial as well aa fcon^ocoDjm 

i There were the old inigar dutU>» moat obnoxio u-s were ‘ii addition to the «cotr. 
wliicu were abolished in 1878-0. The countgrwtttag <tuU«T 
duty, ami that reinaiucd after t lie countervail mg duties 
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LX1I. The Present Position of the Indian Customs Revenue. 

n f: H 

The following table gives the main items of imports and exports and the 
rates at which they are taxed, as fixed by the Tariff Law of 1916. 


• I t 


seeds 


Rate ad 
valorem 7 £ % 


\\ 


\\\ 


I. Articles of Import 
Fish, salted, w*et or dry 
Fishmaws, fruits of all sorts, 

Vegetables, nuts, flour .. 

Spirit, not meant for drink, 

Provision and Oilman’s store 
Spices, Tea, Coffee, Salt, gums. 

Resins, lac, mettalic ores 

Petroleum, other oils whether animal or vegetable, 

Tallow and wax, silk waste 
And raw’ Sill:, Wood and timber 
Unmanufactured Ivory 
Shells, Precious st< -nes, Pearls 
Other raw r materials. Apparel 

Explosives, carriages and carts, chemicals, drugs and medi¬ 
cines not specifically exempted, agricultural implements 
specified, clocks and watches, dairy appliances, electro¬ 
plated ware, hardware, other instruments, dyes and dve- 
stuffs, furniture, glassware, hides and skins, and leather 
earthenware, machinery worked by manual or animal 
labour metals other than iron and steel, yarns and textiL 
fabrics, works of artprplcss intended as public memorials 
. brushes and brooms, building and engineering materials' 
candles, cordage, manufactured ivory, furniture, fire 
works, jewellery, matches, mats, perfumery, packing pitch 
and tar, prints, Rubber Tyres and other goods, soap and 
toilet requisites starch, toys, umbrellas, fodder &e. 

II. The following articles are taxed at 2i %. a d valorem: (' • 

Vinegar, Iron or steel, Fire wood. Copper Telegraphic instru ' UV ' :i "^ Pulse 
tus, Machinery and Component parts thereof, articles of I- *" Appara- 

rods, rails &c. Lead sheets for Tea chests, Railway 1101 /°^"^ ^ el e " S- Bars' 
and rolling stock, Ships and Steamers, Tea-chest* ' ^ k>r P^'uanent way; 

III. The following articles pay 10% a d valorem • SUff f 

Sachanne, Silver plate, Silver wire and other Silver nlanufaotu ^ molassos 

IV. The following pay 20% ad valorem or specific duty w) * 

Arms, amunition and Military stores subject to certain ^ 

duty varies from Rs. 2-3-0 to Rs. 50. Exemptions are mven^f ' 0118 ^ 8peciRc 
apart of a military equipinerftl -Ullls for 
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ad valorem. 


• • Cigars are charged 50 %, 

VI. The following pay specific duty: 

Beer, Porter. Cider, liquors, cordials, perfumed spirits, wines, tobacco, coai 
and coke, petroleum, opium silver, silver bullion, coin. 

VII. The following are admitted free. 

Salt for industries, hops, raw hides, and skins, oil-seeds, raw cotton and 
wool, manures, uniforms and a outrments, Anti-Plague serum, water-lifts, sugar 
mills and oil presses, cotton weaving and spinning machinery, gold coin and 
bullion, current silver and nickel coins, trade catalogues, cotton twists and 
yarn, and cotton sewing, darning thread, second-hand gunny bags, Statuary for 
public purposes, Books, and prints Living animals, dyes and Dvc-stuffs imported for 
Jii.s ow n purpose In a cotton mill owner specimens of natural science etc. 

On Exports. 


Raw* Jute Cuttings pay, per bale of 400 lbs. 
Raw Jute : Other goods per bale of 400 lbs. 

d PTE Ma N UFA ( t vr f.s : 

■ Sacking goods per bale of 400 lbs. 

Hessians pay per bale of 100 lbs. 

Hire;, pays per bale of Indian Aid. 

* ra,f pays per bale of 100 lbs. .. 


Rs. 

I 4 0 
4 8 0 

20 0 0 
32 0 0 
0 3 0 
1 S 0 


fpl ^ • 

Unport, schedule is divided into 136 heads excluding subheads, with a 

ra hlc* minuteness in detail description. In many cases the Ad Velorem 

^ ^ ulr Ked on a prescribed valuation for Tariff'purposes, which may work out 

accordi * P er<;enta 8 e . in rising prices; in a few others the duty is charged 

i ^ fl hipping documents. The Export duties are all specific, which 

are easier to collect » tlr i l • , , • , 

anrj being low arc not very burdensome. 


under tInf TaliJr *!? on , J ut e i 


t .u the ^ J im? n<1 Tca * flrdt ,ev ^ ed in NVas doubled in 1017. The rates given above 

Molv.r i* A \ a ’ na «nd Jit)}?}' Vnstoim Duties are composed of the Export and Import Duties 

hem 7 i V V ' ,r| ' ar,: under n,n l i ,e h ? v h‘ duty ou , *; tton l manufactures of Indfy, and the same on the 
i’kH.u.iL the :ntli n d i 0f ( ' U8tonw » aw also the wharfage and warehouse charges. The 

h n fnn^ the ,atter Bu^t S^i yci ! r ^ )l S ? ms \™ a,Ml iy l®*20 the former being revised 
Ju t.ur»to iw department w,r>'pnl v J*--’liiiiateh In each caw the amount has been exceeded. Charges under 

i* at tiie miudphfpom U ' 16 accounU as below ; “ 

1 :: :: :: :: 


Ks. 32,45,477 
.. 7,03,343 


021 


Total 


£ 264,270 


Revenue.’ tablpofnS^ l! !c £'¥*«? b >‘ doduotta* which wo can arrive at the n e .- v»~- 

>•' the Customs charges. Tlicvt'^ III and Draw-bucks under Ihistoms, w-hieh must rUao be added 


Customs charm.t W ^?*121 vs . f! 1 ? ^ <if iiwhi ami Drawbacks under Customs, wtiieh must also be addod 
i. whirlT n.. '? ?cliarpi* also take no account of the non-effocUvo charm s 

11)07-0*, 01.411m .'““J.f. b 0 ° dtdnted t<> that (1‘imrtmont. As shown in opr account -. the 

ninoimt to o in 1000-01 to 13.27 9, in 1910-11 to 4 % In 1911-15 and w ««« 

- 20 y ill the latest estimate. 


woe-oo 

3909:10 

1810-11 

1911-12 


i. 
94,468 
03,220 
94,172 
107.782 
l.'iO.vn-. 
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Table showing the growth of Customs Revenue in India 

Gross 

Customs Expenditure 
Revenue. 

£ 

134,652 
136,353 
140,634 
143,736 
174,547 
202,948 
203,386 
211,379 
143,295 
153,953 
161,930 
161,475 
• 161,336 
168,298 
179,24o 
182,45 i* 
200,484 
206,478 


Year. 

Gross 




Customs 

Expenditure 

Year. 


Revenue. 




£ 

£ 


1860-61 

2,965,608 

162,833 

18)0-91 

1861-62 

2,878,139 

243,547 

1891-92 

1862-63 

, 1,464,366 

178,706 

1892-93 

1863-61 

2,384,061 

177,491 , 

1893*94 

1864-65 

2,296,929 

207,064 

. 1894-95 

1865-66 

2,279,687 

207,514 

1895-96 

1866-67 

2,030,864 

188,810 

1896-97 

1867-68 

2,578.632 

207,186 

1897-9S 

1868-69 

2,692,755 

175,880 

1898-99 

1869-70 

2,129,185 

181,456 

1899-00 

1870-71 

■2,610,789 

186,991 

1900-01 

1871-72 

2,575,990 

184.921 

1901-02 

1872-73 

2,653,890 

180,375 

1902-03 

1873-74 

2,628,495 

183,863 

1903-04 

1874-75 

2,678,479 

184,172 

1904-05 

1875-76 

2,722,533 

186,757 

1905-06 

1876-77 

2,483,345 

194,230 

1906-07 

1877-78 

2,622,296 

202,815 

1907-08- 

1878-79 

2,326,561 

200,417 

1908-09 

1879-80 

2,280,793 

201,280 

1909-10 

1881-82 

2,539,612 

198,927 

1910-11 

1882-83 

2,361,388 

\ > 195,113 

1911-12 

1883-84 

1,296,119 

154,982 

1912-13 

1883-84 

1,187,266 

139,345 

1913-14 

1884-85 

1,029,943 

136,860 

1914-15 

1885-86 

1,199,976 

130719 

1915-16 

1886-87 

1,246,293 

135.818 

1916-17 

1887-88 

1,348,837 

134,891 

1917-18 

1888-89 

1,332,780 

133,897 

1918-19 

1889-90 

1,306,686 

136,021 

1919-20 


£ 

' 1,743,218 
1,701,288 
1,617,633 
1,682,373 
3,S54,955 
5,017,278 
4,491,477 
4,641,295 
3,201,441 
3,133,491 
3,371,594 . 
3,833,019 
3,997,636 
3,966,298 

4 , 361,771 

4,348,017 

4,351,692 

5,004,494 

4,832,264' 

4,965,118 

6,619,009 

6,468,567 

7,197,243 

7,758,220 

3 , 347,201 

3 , 873,886 

3 , 659,182 

1 , 036,588 

12 , 403,200 

13 , 352,400 


217 ,- 

239,1 

250 , 

257 , 

281 , 


27 
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'/ f / 'fjjg table ill the margin gives a detailed analysis of the total Customs 
Revenue of the Government of India. 


Aiticle & Duty. 

1918-19 

1920-21 

Accounts 

Budget. 

Imports. 

Rs. 

Rs. 

Special ammunition Duty 

1. *Xj*ms & Mil stores 

5,00,205 

11,14,000 

2. Coal coke and patent fuel 

•35,433 

34,000 

3. Liquors 

1,10,65,350 

1,50,65,000 

4 . Opium .. " . 

3,367 

6,000 

5. Petroleum 

13,13,393 

85,00,000 

6. Silver bullion & coin 

1,139 


7 . Silver ware . 

2,03,248 

2,00,000 

8. Sugar 

69,63,412 

1,35,00,000 

9. Tobacco 

83,02,124 

90,00,000 

10 Articles of food and drink (exclud- 
ID g sugar and vineger) .. 

57,30,636 

75,00,000 

11* Raw materials. 

41,01,145 

57,82,000 

12. Manufactures 
(a) Cutlery & hardware 

48,80,774 

62,65,000 

(6) Metals other than iron & steel 

23,29,577 

70,00,000 

(c) Cotton manufacture . . 

3,78,73,533 

4,50,00,000 

(d) nd Textiles 

58,29,934 

83,00,000 

( e ) Other manufactures 

1,85,49,095 

2,35,00,000 

1 3 - Mi ^ellaneous Duty at 21% .. 

34,34,382 

35,00,000 

14. Machinery.. 

11,61,717 

30,00,000 

15- Metals iron & steel 

26,00,012 

52,10,000 

16 . Railway stock. 

4,60,210 

18,52,000 

17. Other articles 
(a, Hides * * 

2,10,00,000 

(6) Jute 

2,14,15,946 

3,40,00,000 

> (c) Riee 

1,11,13,234 

75,49,000 

(d) Tea 

43,85,798 

35,00,000 

18. Exports duty 

3,86,560 

4.00,000 

W - Sc a Customs Miscellaneous 

8,36,395 

9,00,000 

20. Land Customs 

6,94,711 

6,50,000 

21. Cotton Excise 

1,38,17,033 

1,50,30,000 

22. Motor'Spirit Excise 

32,73,693 

39,51,000 

28. Warehouse Rent 

5,07,62.8' 

10,00,000 


Total .. 13,181,09.615 25,5l,45,P0Q 
Owing to the brisk Impost Trade in 192*0 due to forced Exchange 
the realised Customs Revenue for the first 9 mouths of the tisr .d y ' 
to Rs. 25 crores. 
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LXIII. CRITIQUE OF INDIAN 


U 


« 


TARIFF POLICY. 

11 ,.. 

After the brief sketch of the evolution and present condition of the Indian 
Tariff Policy f we shall now proceed to discuss the basis of that ■ policy. F or 
a proper understanding of our criticism, the following table is very instructive. 
It gives the principal imports into the Indian market in three cblumns, betm* the 
quinquennial averages of the pre-war and the war period, and the last year of the 
war 1918-19, together with the amount of revenue drawn from these sources f 
1913-Hand 1918-19. Tho comparison is not quite free from objection j ' 
respect, as the rise of prices materially affects the figures on the Import 1 s 
the changes in the tariffs made in 1916 and 1917 affect the re'-ei ' ""tie 
Allowing, however, for these factors the figures are still instructive 


revenue figures. 


ReVenue 

1913-14 
Rs. 

2,12,94,239 

3,77.18,000 1,94,79,000 8,86,68,000 for all manu 

13.17,58,000 14,17,48,000 15,61,36,000 factures R s 
11.17,1'"'.00 ' 9,61.00,000 12,44,99,000 


6,10,94,000 3,48.19,000 1,04,35,000 


Articles Pre-War War The last 

Imports. Average Average war year 

1909-13-14. 1914-19 1918-19 

, , Rs. Rs. Rs. 

Cotton goods. 48,40,85,000 47,13,31,000 51,68,85,000 
..Yarn .. 

Sugar 

Iron and steel 
Railway 
Plant and 
Stock 
Machinery & 

Building .. 5,80,04,000 5,76,52.000 5,85,94,000 

Silk .. 3,94,54,000 3.93.14,000 4,74,94,000 

'Chemicals 

Drugs &c. 2,12.73,000 3,42,26,000 

Mineral oil . . 3,72,03,000. 4,02,30,000 

Liquors .. 2,02,46.000 2,36,64,000 

Hardwares . . 

Paper & Paste 
Board 
Salt 

Provisions . . 

Motor Cars & 

Cycles 


11 


3,17,04,000 I 2,79,47,000 


1 -53,40.176 

13,77,4 

•'.M.175 
12,48 94 ] 
1.23,68,484 


1,27,07,000 

79,16,000 

2,05.10,000 


1,96,48,000 
1,81,66,000 
2,11,82,000 


4,21,96,000 
3,51,32,000 

3,22,83,000 nietals 

‘ 73,29,237, 

2,72,07,000 silver 
2.33,10.000 99,24 993 

1,93,81,000 Tobacco 


Revenue* 

1918-19. 

Rs. 

3 . 85 , 00,000 

J’76,50,000 

6 , 50,000 

-6-50,000 


5.-00,000 

1.20,00,000 


12,000 

,, 11,250 

-HhlUlfacture 


1,00,64,000 1,11.45,000 38,89,000 29.29 526 


Total 


1,91,00,000 
Tobacco 
7 . 5,000 

01 , 83 $ { 5 / 74/73000 

* The total revenue shown above does not quite make up the Infjii „ "-- 1* 

rnent. A portion of Salt .Revenue consuls of Import Duty and r Vte*Pt8. Af fu ~ 

is collected in the shape • the transit dull;->• » he follow i, ^ tabie?l»* * * )0 F tio h of the 3? lust <>hi8 Depart- 
to get the total revenue from Customs. 1 twee m ike no difioreime in ;\ how * ^ m.ldiiLi Avenue which 

when but ihe^MTect the ostensible total from M, of^ 

owim SnU ; g,Von 

Pass fucs. import 

Rs. 'iut.y^ 


—rp.- 


1907-03 

190S-09 

1909-10 

19L0-11 

1911- 12 

1912- 13 
1913*14 
1914 15 
1915-19 
1919-17 
1917-18 
1918 19 
1919-20 




V\ 


93,07,20n « H6. 

2.U|.81,7(jo I'jo.te.soe 

l .USi«2,](Kl .L|S.?70 

, l.aQAuo 1*7.80.837 

bua.ou.mr, 

... 4 - 12 - 5< «» 

. b^.82,007 

. Voi ,0tt ' 0 *4 

1 >38 > 07,0117 
l*|7,°0,00o 
. I»70,00,000 
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From the foregoing tables it would be clear that, with the possible exceptions 
of sugar in recent years, the Indian Tariff is mainly a revenue tariff. Import duties 
are levied chiefly on those articles which are either not produced at home in 
Mia or which, being produced at ft*. on the n. lino «a thoee imported Iron, 
abroad, arc tailed by meant ot » countervailing eyctc duty. 


Export duties arc levied citlier because India has practically a producer’s mono 
oolv of the taxed article (Jute), or because, though possessing no monopoly the 
demand lor the article is so great as to make the tax fall partly on foreign customers 
Raw materials for industry, and the necessary mechanical aids and equip¬ 
ments are either admitted free or taxed very lightly. In such a system it would 
be impossible to look for any but the financial motives in the tax adjustment, the 
various classification and definitions in the tariff schedules being only for purposes 
of administrative convenience. Speaking generally, we may say that under the 
latest estimates, the manufactured articles pay 56% of the total Import Duties 
while non-manufactures pay 44%. It must be admitted that judging from the 
trade figures this general policy, now prevailing for lmlf a century roughly, has 
not proved so injurious to India as was once apprehended. There were, no 
doubt, strong and valid objections to the changes in the Tariff when they were 
introduced. The Indian Financial system was far too much strained by the 
Famines and the Afghan War in 1878 to justify the Gpvernment in relinquishing an 
important source of Revenue such as that contributed by the Import duties on 
Cotton. Besides, the allegation of the protective character of the Indian Cotton 
Duties w»is without foundation, as the Indian Mills of that time were producing 
cm.d . 0 f nmeh lower quality, while the Lancashire Mills were specialising in much 
higher counts. There could be no protection where there w f a s no competition. 
Leaving aside altogether the constitutional objection to such changes being carried 
out by the Viceroy by the exercise of his extraordinary power of veto, as also 
the more remote question of the relative position of the Viceroy and the Secretary 
of St ate. we may admit that the first general remission was open to grave objection! 
on purely economic grounds. In 1804 the objections were even more severe. 
The financial strain and uncertainties were, greater than in 1878-9. The Indian Mills 
were particularly handicapped by the closure of the Indian Mints and the conse¬ 
quent artificial rise in exchange. The pressure from Lancashire was, if anything, 
more openly selfish. The imposition of the Excise duty to counteract the low Im¬ 
port Duties' on cotton manufact ure was more the outcome of a great jealousy than 
a vindication of the Free Trade Principles. But all these objections were essen- 
fcially of a temporary character. They were no doubt fatal to the particular case 
against which, they were urged. But they did not affect the main question at issue 
between Free Trade and Protection. The Fact that the industry around which 
there w3s the greatest controversy has, notwithstanding this handicap from a 
protectionist stand point, made during the period a continuous progress supports 
the contention of those who believed that the conditions of Free competiR°n ar 
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the healthiest for Industrial growth * We have reason to belidve that an industry 
which withstood such competition must really be good and suitable., The Indian 
cotton Mills are now producing superior coctoiy goods, which formerly’ they- did 
not, even in spite of free competition with the English goods. 

The following figures show the growth of the cotton mill industry in India — 
The Textile Industry. 


Year 

No. of 

No. of 

No. of Average 

Approximate 

Ending 

Mills. 

spindles 

Looms. 

No. of __ 


'30th 



p^nds 

Cwts. 

June. 



employed 






daily'. 

1 * 

1898 

185 

40,259,720 

•38,013 

‘ 148,961 

5,184.648 ’ 

1899 

188 

4,728,333 

39,069 

•162,108 

5,863,165 

1900 

193 

4,945,783 

‘40,124 

•161,189 

5.086,732 

1901 

193 

5,006,936 

‘41,180 

‘172,883 

4.731,0yu 

1902 

192 

, 5,006,965 

42,584 

181,03! 

5.177,633 

1903 

192 

5,043,297 

44,092 

181.399 

6,087,690 

1904 

191 

5 , 118,121 

45,337 

184,779 

5,106,681 

1905 

197 

5,163,486 

50,139 

195,277 

6,577,364 1 

1900 

217 

5,279,595 

52,668 

208,616 

7.082,306 

1917 

224 

5,333,275 

58,436 

205,695 

5,930,595 

1908 

241 

5,756,020 

67,920 

221,195 

5,97(1,250 

1909 

259 

6,053,231 

76,898 

236.924 

• 7,381,500 

1910 

263 

61,095,67.’ 

82, 1 35 

233,624 

5.772,535 * 

1911 

263 

6,367,-160 

85,352 

236,649 

5.670,531 

1912 

1913 

268 

262 

6.463,929 
6,596,86£ : 

88,951 
, 94,136 

243,637 

253,786 

7.175,347 

7.336,056 

1914 

1915 

271 

272 

6,778,895 

6,848,744 

104,179 

108,009 

160,276 

162,346 

7,500.5)61 

7,359,212 

1916 ’ 

266 

6,839,877 

110,0268 

274,361 

Y, 6 V> 2,0 ] 3 

1917 

263 

6,738,697 

114,621 

276,771 

7,603 

1918 


Year ending 31st August. 

5V,, ' y )U 1 0 


Bales of 
392 Lbs. 


1.481,328 
’>.675,190 
1 >453,352 
L351,74o 
'4.765,038 
l >739,340 
1 ’744,766 
1.879,2-14 
2,023,5ig 
1 , 980,170 
1 . 991,500 
3 ,1O9,O0o 
!.093,501 
1.905,866 
2,050,102 
3,096,016 
2,143,126 
2.102,632 
2,197,718 
2 , 198,164 


1864-66 to 1868-69 
18rt9-70 to 
1874-76 to 1878-79 
1871>*80 to 188:f-84 
1884-65 to J8S8-8U 
1689-00 to 1893-94 
1894-90 to 1898-99 
1899-00 to 1903 04 

1904- 05 

1905- 00 

1906- 07 

1907- 08 

190$-09 

1909-10 

1910*11 

1911- 12 

1912- 13 

1913- 14 

. 1911-15 

1915- 10 

1916- 17 

1917- 18 

1918*19 


31.70 
33.01 
38.36 
60. JO 
61.51 
70.78 
73.67 
84.08 

104.41 

112.11 

117.29 
130.65 
128.79 
122:65 

133.70 
144.05 
166.63 

as 

too. 

164.30 
188.50 


The Table below shows the growth ot ImliuB trade In merchant ,- 

(In erurcsot rupees.) 3L ° nl y--exclu(ii no 

ttPTW «w«- 

the countrrk u £ni raac flgUr£J r ° lu 60.32 tn Witte 

,lsurca arc v,t, ^Vnc^^ 

* ln Jirtcea, . 


Exports. 
55.86 
50.25 
60.32 
79.08 
88.61 
104.90 
107.53 

124.98 
i ‘7.7 2 
161.84 
177.03 
177.IS 
153.14 

187.98 
209.96 

227.99 
246.22 
249.71 
182.12 
1994-15 
247.31 
244.90 
255,28 





That production in the Indian Mills is increasing and that thej are producing 
superior quality in shows by the following table. 


Year. 

Yarn in 


Woven goods in 


thousands 


thousands of 

4 

of pounds. 


pounds. 

1900-01. 

281,009 

71,364 

252,974 

98,748 

190 };-02 

486,479 

86,459 

572,938 

119,651 

1902-03 

476,5f$ 

99,135, 

575,694 

122,576 

1903-04 

474,509 

104,250 

578,759 

138,044 

1904-05 

464,621 

114,360 

778,381 

158,747 

1905-06 

558,393 

122,526 

680,919 

163,880 

1906-07 

519,008 

134,692 

653,700 

165,768 

1907-08 

419,108 

148,187 

638,295 

189,052 

1908-09 

506,728 

150,857 

657,585 

192,365 

1909-10 

461,530 

131,677 

598,207 

215,361 

1910-1) 


.. 

577,000 

226,000 

1911-12 


.. 

591,000 

250,000 

1912-13 

506,395 

182,077 

688,473 

285,491. 

1913-14 

492,692 

115,085 

482,777 

274,388 

1914-15 

474,264 

177,639 

651,903 

277,066 

1915-16 

531,494 

190,930 

722,424 

352,254 

1916-17 

480,614 

200,493 

681,160 

377,728 

1917-18 

446,453 

211,122 

616,595 

381,404 


j.ht> production of woven goods has increased from less than 100,000 pounds 
to nearly 100,000 or by 400 %. The spinning of yarn over 20s. increased from 71 
million ftiOunds to 214 million pounds or by 300 per cent.; counts below 20s. do 
not show the same increase. 


In other directions also the policy cannot be summarily declared to have bee 
ruinous to Indian industry and.trade. It is true the new industries—like those c 
iron and steel, hydro-electric power supply, leather manufactures etc.—have bee 
only recently established. Their present successful appearance is largely due t 
the artificial protection they received during the war owing to the dislocatio 
of similerindustries elsewhere as well as to the freight difficulties. Nevertheless 
they seem already to have attained a position in'which they might confident! 
expect to supply the portion of the Indian demand that has fallen to their shar 
during the war. The task of restoration and re-equipment of industry in the dev« 
fated rations of France, Germany, Italy, Belgium, Austria and Russia j» 1, ^ c ^ nf]i 
demand the fullest use of the productive capacities of the world at lU( jjjsU'U 

need fear no competition in her own market in her recently cSta * 
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ior some time * The fiscal policy may,.therefore, be said not quite without an 
reason, to be a secondary (actor in determining the industrial prosperity of Indi 
But the strongest plea of the Free Trade in India is that of cheapness. Oivc* 
the almost incredible poverty of the Indian people- -the policy which, claims 
cheapness to the consumer as its guiding maxim cannot but command a most 
respectful attention from every one who claims to have the 1 interests of the masses 
at heart* It may be open.to doubt if the rulers of India were genuinely desire us 
of keeping the interests of the masses exclusively before them in \\ * 
vasoillations in fiscal policy; but it is certain^at in the next veneration tl 
party in India, assuming India to become a self-governing democracy will hav ^ 
reckon with this argument. The bulk of Indian Imports have until ^ *° 
been either such as could not be produced in India at all or at too o- re . ^ Cer ^ 5 
Protection to such manufactures in the shape of high Import dut ies 
add to the price which the consumer would have to pay. f 


Cost, 
cannot but 


To the extent that the wealth of the people grows and ' 

powers of 

consumption improve the revenue from this source also grows-thus manifest* 
additional advantage its elasticity. Its cost of collection is, as shown el -^ 1 

quite insignificant when compared to the magnitude of the revenue obt * ° 

Finally the lurking distrust of thfc motive® fct the English Governs 1 ' ^ 
manipulating the Indian Fiscal policy to suit the English interests accou-ii-* / 
the strength of the Fr<* * Trade position in India. 


1)1lil 


in 

counts f or 


' The ease for Free Trade in India is thus complete. We have i u ^ 

exposition, taken no account of the purely financial side of the ,, ° le going 

it- must bo observed, that a source of revenue bringing in about V 0 |U ° n ’ * llou 8 l1 - 

cannot be bandoued by the Govkhment of India under any proleibi, a • voar 

articles selected for taxation are l.ininlv those of common •„ CUc lU| istauce 

' onsumption s 0 that 


quit, & small list bri 1 he largest amount of revenue 



v, ...»-.*>" n«ay 8Fecut ttt , )Ib "'“kuumou has been , >» th* 

Spealfcig on a mltlon Ibf the abolisittnn of the counts „ ' “ ko Pt Ofl l r , 

U LegWiative Council oathe 9th of March 1911 thJnnu V -u Uln Jf Exei*, (lll , 

'SSixS&i 
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Hi,, however, is only one ride of the esse. The edvocate of protection doe, 

< deny the «to«th of Indian trade and indnstry under the regnre of free fr.de 

' ~ , , , „ r foreian trade could have been different, 

only maintains that the dutch earlier, had acijntific protec 

arret the growth of induatry more “ d Tl , c dive „ ity 0 , 

tion been apytied <0 reaonrcea, the abundance of labour 

ic cun'.lnions .lt‘* ncl. . • ,. r - . . 

mako : it absurd to dogmatise empirically about the unsuitability of an industry 111 

this country. The idea of the protectionist is that thanks to the prevailing 
oolicv, our resources are vet unknown our capital unattracted, our labour force 
untrained, unintelligerit irregular and inefficient. * The difficulties, therefore, 
which Indian enterprise meets with whenever it pioneers new industry must neces¬ 
sarily be immense, though temporary. And it is only to overcome these temporary 
difficulties that proper protection to nascent industries is desirable. On ajpnori 
grounds, there is no reason to apprehend any disastrous effects in a policy of 
sustained, scientific protection merely owing to a rise in prices, since the difficulties 
caused by that force will be counteracted by a more varied employment with better 
wages, f There may, indeed, be a temporary divergence between wages and price 
and a corresponding miserv of the working classes. But the watchful might 
of the state in a government resting on popular support might be tilisted to see that 
the benefit of protection is not exclusively reaped bv the capitalist class alone. 
Industries may have to be regulated and prices controlled to avoid the risks which 
may possibly arise from a policy of protection. Entirely new industries may even 
be found profitable to be conducted by the public agency J And if the&e 
palliatives do not suffice to overcome the temporary hardship it may frankly 
be admitted as a necessary cost for the industrial education of the* country. 
Gifted as India is by nature, she can afford to defy the bogie of retaliation, as there 
is hardly anything she cannot produce herself, at least to supply her own domestic 
market. And that market is so vast that for an industry with any chance of 
existence there would he no fear of a dead failure even if the industry has to be 
coiitinet to the Indian market. § On a general review, therefore, of the most 
mportant factors affecting the Customs policy of India, we cannot help concluding 

that theie i* at least as much to be said for the policy of protection as for that cf 
Free Trade in India. 

by the t,!u , ' R,,k Trader Sir ;y observed: “India 

for tiie ubc of innn ’* T,i 11 1 113 ol s territory is capable of producing almost every article required 

then Is a country, which hnlh. 1 .* wc ver. tidy was an additional reason for Freedom of Trade : “Here 
life and peculiar rhariirtet of i»« 111 f, • l ,ov crty, the primitive and the monotonous cliaracler oi it* industrial 
the most economical treUm.-. ♦ ffu uul ‘’‘Edition seems to require from its government, before all things 
oxdianges ." He /.-It / or the ., !1 iSSi« eEo } lrr « s » therefore, the greatest possible freedom in its foreign 
clothi but did not feel that hi J A aian in the increased expenditure Involved in buying dutiable cotton 


did not consider tlie milinstituted a Famine Insurance Fund, which was 
f The rlseln^rK y ! ffcftWve bwumnee that the diversity of occupation aitords. 
cotton manufacture* i??!' nec ««w»rily equal to or even explained by the Import duties alone. 
inr.hc«;aso of l *{1913-19 from S annas to Its. 1-3-6 or 135% « h* $ 

39*26 there v-i L’ ?•* 10 in duty was only 0 liven in spite of failing exchange i 

t The rldian C,Ja,,gc iu Prices. ««<* 

n ndian (fovernnient is not stranger to the conduct of great industry. 8 » 


IRBfl 

opium 
i Tin 


ofrl Idfi-il to Its logical conclusion HUggeslH ttho not 

It lu L'Ltl fi ybY U l * • .without i/oliig all the leiigt h ol that principle, 
v s worth against the bogie of retaliation in a Tariil War. 


< i, reversion to f h® 
oononpc 1 yct^uf^ the above for W’hat 


wc may > 






warn i° 
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\\ 


H 


267 v > M 

N 

COMING NEXT TO DETAILS, THE FOLLOWING TABLE SHOWS THfe 
PRINCIPLE ARTICLES OF IMPORTS 

1, " 

Articles of Imports. 1914*15. 1915-16. 1916-17. 7918-10 

Figures are in crores of rupees. 


<SL 


Cotton ; raw .. 

Cotton manufactured 
Metals ; Iron & steel 

„ Tin, Brass, Copper 
Others 
Sugar 

Machinery, etc. 

Silk 

Oils mineral .. 

„ Vegetable .. 

„ Total .. ‘ 
Liquors.. 

Hardware 

Paper & Pasteboards 
Chemicals 
Spices 
Salt 

Wool; raw 
' ' ,, manufactured 
Instruments .. 

Tobacco 
Provisions 
Apparel 
Matches 

Drugs and Medicines 
Paints 
Class ware 
Rubber 
Railway plant 
Soap 


.30 

49.0 

9.76 

1V 11 

.62 

10.52 

6.04 

3.09 

4.41. 

.10 

4.68 

1.87 
2.56 

1.32 
1.02 
1.72 

.74 

.16 

1.88 

1.33 
' .72 

2.11 
1.07 
1.13 
1.03 
.75 » 
.96 
.57 

10.08 ’ 
.82 


.10 

' .22 

43.27 

53.6 

9.49 

8.88 

.54 

.25 

.67 

.67 

16.62 

15.45 

4.78 

5.45 

3.84 

1 1 

3.95 

4.1 

, 4.43 

.8 

.8 

4.25 

4.63 

1.87 

2.33 

2.3S 

3.11 

1.44 

2.& 

1.46 

1.8S 

1.87 

1.94 

1.90 

1 1.91. 

-.23 

.25 

.96 

\ » .97 

1.30 

1.75 

.80 

1'.25 

2.11 

2.81 

1.39 

1.58 

1.38 

1.16 

1.23 

1.39 V ’ 

.81 

1.15 

1.06 

1.50 

• 91 

.98 

4.21 

1.56 

.84 

1.00 


1.20 

60.56 

12.45 

.68 

1.32 
15.61 

0.00 

4.75 

3.01 

4 

3.72 
3.30 

f? 3.21 

2.72 
' 2.50 

2.41 

2.33 
.14 

2.17 

2.16 

2.14 

1.94 

1.83 

1.64 

1.47 

1.27 

3.24 
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THE FOLLOWING TABLE SHOWS THE PRINCIPLE ARTICLES OF 
EXPORTS IN THE FIVE WAR YEARS 

• Figures are in crore3 of Rupees. 


n 


Articles of Export. 
Raw ? Jute 
Manufacture d Jute 
Raw cotton 
Manufactured cotton 
Grain 

> i 

Tom . 

Seeds . 

Leather 

Hides and skins 
Wool; raw 

a manufactured .. 
Oils 

Opium .. 

Lac 

Ores t . 

Lubber 

Dyeing materials 
Hemp .. 

Coffee .. 

l’arafRtf'Wax 

Spices 

Tobacco 

Silk raw & manufactured 
Provisions 

Metals .. 



1914-15. 

1915-16. 

12.91 

15.64 

26.81 

37.97 

33.48 

24.93 

8.01 

9.61 

29.04 

29.07 

15.52 

20.00 

14.65 

10.12 

4.75 

5.64 

7.81 

9.79 

2.37 

3.79 

.17 

.24 

1.05 

‘ 1.22 

1.70 

1.47 

1.60 

1.72 

1.06 

1.39 

.93 

1.27 

1.61 

3.13 

.99 

1.02 

1.65 

.99 

.82 

.81 

.95 • 

.93 

.36 

.44 

.15 

.27 

.45 

.52 

.66 

.44 

.53 

.79 


1916-17. 

1918-19. 

16.28 

12.72 

41.67 

52.65 

36.10 

31.00 

13.64 

14.10 

35.24 

40.07 

16.77 

17.77 

16.65 

11.21 

9.59 

9.70 

14.42 

9.34 

3.85 

5.39 

.31 

.70 

1.52 

3.51 

2.09 

3.12 

2.80 

2.95 

2.38 

2.56 

1.68 

2.50 

3.03 

2.05 

1.61 

1.46 

1.07 

1.19 

1.01 

1.11 

1.09 

1.09 

.53 

.96 

.54 

.78 

.71 

.62 

.56 

.61 

1.33 

.60 


1 ninslaf insj tlmo,, <• 

in the two ■ '-J° more intelligible language we find that India, 

,, . l )1Inu l ! J industries of cotton and jute shows the following position: 

(Average for the wat . 1 


a/ 

Import of 

Export of 

Export of 

Total 


Manufactures 

Manufactures 

Raw Material 

production of 


C'rores. 

Crores. 

Crores. 

Raw Material. 


Ks. 

Its. 

Its. / 

Its. 

GOtlOtt 

•45.00 

12.00 

■ 33.00: 

5,000/000 

Jute 

.36 

40.00 

13.00 

8,500,000 , 

»* 


Moic i han one-third or the total cotton (raw), product * n rh ‘ ' 1 /, 

o\er 00% of the jute (raw) is exported, if ^ < 4 ssum 
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/our own raw material, which is now exported, should at least be manufact dlfed 
the country, we would find that there is considerable room for the expansion. 
The total value of the cotton, if manufactured in India, Oyyltt to exceed its. 100 
crores. The only means of assuring the full supply of raw materials to the 
Indian Malls is a taxon the export of these materials in the raw conditions^ jf 
in addition there is much higher—or at least au equal duty on the manufactures 
imported, India ought to supply her own market in cottoh* ‘and' obtain the bulk 
of the world trade in .lute manufactures. The extension of the two industries should 
be brought about by these duties would sufficiently increase employment aid w T , |( , s 
to render the probably increase in the prices of manufactured commodity relative! r 
unimportant. The only danger from such a policy of taxing the Exports o*' rr ' 
materials would be its injurious effects on the cultivator and pdssihlv th c ij ^ ” 
tion in the supply of these materials. But cultivation of these crops \ rir UKUU 
too far for a duty of 10% to 20 % to affect substantially the out-turn +* J ^ 
worst we would have to evolve some means of price guarantee whi c .i ' ^ 
prevent tho cultivator being injuriously affected. 


Our mineral resources iu respect of coal, iron and other ores arc yet 
known or understood. The great imports of iron and steel goods 
machinery, cannot quite advisably be taxed very high until we are assured of ^ 
cient total supply of tho necessary raw material. But the possibilities u f 7^ 
industries hinted .it by the Industrial Commission ItepdrtJ would not all, r ^ ° 
ignore the claims of all metallurgical and mineral industries to ncuotc c.1 ion qq 

Industrie* which everj natibn must strain eyery nerve to 1 + 

\vithin tho country. Wo think tho best form of protection to th&b i * 1 
would be a certain assurance of market, e.g., by means of government UUstries 
up to a specified quantity and at a slightly higher price. 1 P ui 'cliases 

_ __*-_ 

• The arguments against an Export duty arc much loo clear to.be Ignored, ri.,, *, — — 

export of foodstuffs tlun to the. Export of Uaw material, f,.r IndtisUy. That mi.™ ut®?. , rippl - v more to ti,„ 
i.Sly result in the consorvatb.u ot the resource* ol Industry lb tvldcuco lim u Vim , gmfe 

tisli Government's Committee appointed to consider tn problem o! post-war luuiw?l‘i“-i l ." ; "' ““ IG, 

110 l ev has scrioiwlv made Shell a sutwestl.ui Involving a sell. in. ol Impciial p., 4 . IC . K ,. "■ 
mentltetwoalternatives-ot a proldintlim of oxijort, 

il« litter l. sure to be preferred Iu India by the Indian public urliiinn U c ' ‘' u, l c\nuri' 
duties, tielatwr same )upldun OI partiality to the member* of it, ,W n> Mm-o While uSo? 

or luvlian producer, ui 3Ui i juto exports 1 ; . 10 nufHlruUi ro\iuth«‘-j- sl, *-»»k*ion. Boshii*.} 

; f , y flU e r.i h 4- 2 ■ 

+ Thft (iiffA Of AU Import nuty on cotton U nut quite ho 1 * 
average^muu 5 l°pnidUCtioU*ot xa mdllon bul.;,. the I,.,,. 1 S 

product u million, rouglily ‘■lx ddnff. 
morensod from W % o* 1 Uolr croi 
bound to be a steady demand lor t 

or our total export oi ra'v-uur. n wuwnufo 10 .Japan \ ryTOTTI;;,, m ' 4 lu - is, \b,.r,a“ <K> 

probably an Indian .nonopol> lor all p ati.al pun , ! \: ■ i - .! ,/V 

believe that .tie export duty ol 10 .%«8ucuu be custy •' 

MM ' ■ !, l’ a U ftml a. v OVerv"vT. “ 5 * « 


°r motts 


uw«tro v....v export duty ,oi iu j or so eivu be cus i boino i. 

Excise Duty on Indian Cotton goods is abolished the »;illerem , $? "*h .»».« , ilV ,. - V »wv 

cotton mnnnt qturers to be laucd tw W \ , Vroulil be '.in IV 

nn ul H** ol life iimulfiKuSi^e.rea.'ic m m >L t hc 'hits Oil 


, 11 •be 

uunon e ci 



I tes iudustiiul Commission Report para 58-50. 8u 

, ; I I [ fir} 

111 
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•V/ The case for protection of the sugar industry stands on a different footing. 
The imports into India, notwithstanding the very high extent of the area occupied 
bv the sugar crop in India, have been stimulated by foreign governments by 
bounties on sugar, ns well as by the taolwardness ot the sugar industry in India. 
We would, therelore, suggest that the piccut duty on iu,ported sugar b. doubled 
aud a domestic sugar industry should be encouraged by every means posstble. 


' But the strongest case of government intervention and protection is perhaps 
in the case of forests, and the industries connected with or dependent upon them. 
The imports of Timber, and wood, rubber, gums and resins, paper and paste board 
amounted to nearly 10 crores in the last year for which figures are available. There 
1 . 1 very reason to believe that our Indian forests are capable of yielding all this 
material and more. A systematic investigation of our resources in this respect 
and their exploitation would be hastened by the imposition of a 10%, duty on 
these and cognate articles on import, f 


The same mav also be said of 1 1 ides and skins. We import about 19 lacs 
of raw hides and skims and 3(5 lacs worth of dressed hides and skins, 
against which we export about 20 crores worth of raw hides and skins as well a 
dressed. This suggests considerable scope for our boot and shoe, saddlery and 
leather trades. An export duty on hides and skins (raw) of 10 %, coupled 
with a % % import duty on all saddlery, boots and shoes and leather goods 
will bring about the ideal to be aimed at that we should manufacture fully at 
least our own raw material. Eaw hides would of course be exempt from taxa- 
tion. 


Of oil s«hm|s wo export about 27 crores out of a total crop of 36 crores. 1 he 
oil pressing industry would benefit and the manufacture of oils increase in propor- 
if, by an export duty of 20% on the oil seeds, the material is assured for the 
market. We need not suggest the same course with regard to grain crops 
•is in their case, Mr. Datta's arguments against the export duties will apply in full 
force. \ 


Capi< : \ 


would rnV i ommi-ion, para 89 “ The universal adoption of Power plants for cane crushjnK 
of ihe vrL * * IX ™ ‘ ro, ‘‘ of rupees. ‘ This expenditure would. be justifted by the consequent redact too 
a S ,™ st °! ’■ -‘ne crushing and by the increased yield or sugar *. Another oO crores is estimated 

bi> f Watcr MIAr apparatus to supply adequate water to sugarcane. The total cost of 

Income Tax /l> aH ml ^ mean » burden of 4 crores more than set off by the increase In customs dues and 

■ t • Indian industries including paper making would mean an additional 

Forests communications and wood distillation. . 

Into the re < out. j i so ot prices in India, Mr. K. L. Butt a thuBSpea 
; shows that the percentage ot exports to tne 
* famine. U dwindles to a still smaller tlgur* 
was 1 .Oh while In exceptionally fa^^ara 01 ^ 
O years out of the long period from 1891-^ 
requirements, and had to be supplemented > 

• y - : .v.u uiuii was exported ironi out of the country. This was probably tlieeitcc ' 

‘\port «>f a comiluerable quantity of the liner kinds uf food grains to the Immense benefit of the *5f?|L uo er 
requirement* of those who could not afford the liner stuffs were met in their interests by the import of . ^ 
nn‘m/,1 .SSi* If 01 " If™"? 1111,111 OttW«omilrien” His whole agrumeiit supports the cafc «/ u no |f ?# mmtublo 
°fl toodstulls; tho relatively small proportion ot exports to total production, the •“"'•»»«* 01 
exchange, the steadying inllucnco of exports on price levels, the oner 
or a reserve, all applied to food grains, and not to the raw material i 

Ulis calculation was made in my i nivei.-ity Intension Lcctiflesuu out the ar»u»v 

(W19) impnbllsiied. The bnsis of the eal,•illation »«* hrieflv t'* 1 *;—timt )n,t>ytiy. the^wgr* 
Invested lu an industry, the number of mills or e»t ;b)l l.nn-nt-s >*> j w0 • fnetorlc^ "the* total 
turned out. and the por.slbllltic.-i <jf . xtensions. Dividing on* , .* v fusion *’« 8® 1, ut 

average capital per factory, multiplying this average bj possibility © 
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Summing up the changes proposed here we come to tjbje following results in 

the Customs Revenue of the Government of India. It will be noticed that the 

financial aspects is by no means discouraging, as the changes proposed arc 

not so high as to stop the trade in the taxed article altogether The 

duties on the export of raw materials would have to be increased in 

as the Local manufacture oi the salt* develops and absorbs morn Qr i/i 
, • % ana more of the 

local material. The full development of these manufactures, would * , 1 • 1 

the present conditions, be more than sufficient for the Indian niirKt 

industries thus developed will not starve for \t\tfnt of market ls 1 ^ " Ut 

possibilities for the expansion of Inland trade' and thaV wi^ ^ *** ^ menS( * 

countries of Africa and Asia. The.only difficulty in such a * tllC ^^ouring 

absence of capital. It was once calculated that at least^ me Woul(1 W the 

capital investment would be necessary to bring up the devel Cr ° res of new 

industries, commerce, and communications to the desired level " i ment of our 

would be obtained and could be applied properly, there would h ( , * ^ Ca P ital 

in accomplishing the industrial development to the fuli extent tli,,,^' 
present knowledge the country seems ripe tor. Wlt ^ our 


Contd. from previous pag 


Cotton 
J ute 

Silk ... 

Rubber. pa]>er wood distillation, 
cabinet making, timber 


.20 t Tores capital that may be required in that industry 1 ? 

. 20 found tlie marginally noted capital needs in f^Ls caloni .. 

. Hi ,. . which extension is possible. The sixhbmJroi erores r 1 Uo1 I i “ t, °n 1 

listilJrttion, or 1000 orures additional capital needed bv iirH^^luired bvVJS 118 hi 

-- -»iber combined, should not be left to bo provided hv « Ure and* c U8tr .v. 

Tea ; . .. 7a t’rores- should be obtained on the credit of the GovcrmmV ^htatu enter/,!{* !lerc ‘‘ 

Minerals’ Iron. Zinc, copper, tfvu principle by associations of producers',• J U1!l1 "orkedcmhut 

Coal.5U •. the case <>( Mg railway project or ship btilldW r; l' v »'utcrhl s , Coo 9P*- 

tions of workers e.mnot quite be expected 1? L ‘ llt ^n>rise, 01 ’ lit 

c:ullevtiVt principle directed by the Guveuu!, Wurk them'. ere ** 001 *- 
mist:ike, wldeh would intensity nascent It- w\dihl uu tlie 

the Government leaves even new Industrie? nii stnal unrest ; )c \ a Prave 


Pow er .. 

.Ranks c v* Insurances 
lid ads 

Sliip building 
Canuals 


L’O 

r»o 

50 

,200 

50 


, Total .. 600 (irons.- *—• Very 8re »t .oiltb^^^p'vuto 

Agricultural Land lr 01 ‘-our- 

improvement.. 300 ,, 

Formation for Industrial purposes in the country: md lor.ki.wt „♦ n , 
that the necessary capital is forthcoming. Rut there is Lr’uml rif!« lu hare fW ur ,... , 
are not all genuine and will not ail prove profitable. t0 lvar tlual the° ilo&utJ" ^ ullmv>( eov 
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Summarising the proposals made hefe we find that the Customs Revenue in 
fndia would be affected as shown below 


Estimate for Estimate under 


1919-20 proposed 


Articles taxed 

J * 

Rs. 

cuanges. 

Rs. 

Special Import fluties 

10,00,000 

10,00,000 

• • 

10,00,000 

10,00,000 

Coal, coktt, and fuel: no change .. 

46,000 

46,000 

liquors: duty double . 

1,51,00,000 

2,50,00,000 

Opium; : no change.. . 

4,000 

4,000 

Petroleum : no change . 

35,18,000 

35,18,000 

Silver bullion: no duty 



Silver manufacture: no duty 

•3,00,0000 


Sugar : duty raised by half. 

2,00,00,000 

2,75,00,000 

Tobacco “fluty trebled with a monopoly 

80,00,000 

i 

4,00,00,000 

Machinery : no duty .. 

25,00,000 


Iron and Steel 2j % .. . 

40,00,000 

40,00,000 

Railway plant 21*% . 

Other articles 

10,00.000 

12,00,000 

General 7,1 % duty 

5,00,000 

5,00,000 

Articles of food 

70,00,000 

75,00,000 

Raw materials duty 5 % 

Manu»aciurk : 

47,00,000 

40,00,000 

Cutlery : duty doubled . 

55,00,000 

1,00,00,000 

Other metals duty doubled. 

40,00,000 

70,00,000 


3,70,00,000 

5,25,00,000 

Other textiles duty !5 % 

62,00,000 

1,25,00,000 

Other n^uf act arcs duty 71 %, 15 % 

2,20,00,000 

3,00,00,000 

Miscellaneous Exports duty doubled 

35,00,000 

50,00,000 

Jute .. . 

2,40,00,000 

3,75,00,000 

Oil seeds JO % duty.• 


3,25,00,000 

Cotton 10% duty .. .. 


3,00,00,000’ 

Raw hides and skins 1.0 %. 


2^25,00,000 

Rice and Tea \o change 

1,10,65,000 

1,10,65,000 

Cotton Excise abolished . 

1,30,00,000- 

Total Revenue 

20,02,86,000 

34,50,00,000 


<8L 


Financially there is no reason to apprehend a failure as the estimates hero 


given have made more than ample allowance for the diminution in trade resulting 
from the imposition of these duties. The world shortage of raw materials places 
India at the present time in an exceptionally strong position, hoi a 8 emra 
tion there is no occasion to fear a falling off of the'demand for out raw materials 
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if we impose 10% or *15% export duty, which would, under any estimate 
yield about 35 % of the total Customs Revenue. On the other hand the increase 
in import duties is not likely to be absolutely prohibitive to the foreign importer 
at the same time that a combination of materials and duties would suffice to cive an 
effective proctection to our industries. It must, however, be added, even at the 
risk of Some wearisome repetition, that these changes would serve their purpose 
only if active'efforts are made to develop the industries thus sought to be protected 
in the right direction. Otherwise there would be no justification for these el 
The increase of Revenue under the proposed changes may well be absorbed b ’^1* 
increased burden of debt, involved necessarily in capital borrowed for indi ; t * j 

extension, though, reasonably speaking, the increase shown above is 

and may be confidently expected to turn out in the end to be much * 

the other hand such a systematic policy of scientific protection will \\ • 

'not be insti» 

Sable if it in any way omits to safeguard the interests of the consumers *f 

to prevent or control the evolution of the Trust and the development G f * ^ 

if it refuses to reconcile the needs of the workers with the i ° Uo P 0 ^ 

r . ae m<inds 0 f the 

capitalists. 


LX1V. IMPERIAL PREFERENCE IN INDIA. 

The only remaining problem that must be examined iu this brief sketch of I 
lian Customs policy is the recent proposal for a scheme of Imperial prefer on 


Indian 

Ever since the famous Coup dc Theatre by the late Mr. Joseph Chamberlain in ip 
summer of 1903, a growing school of English politicians, warned bv the »• ’ 
strides of Germany and the U. S. A. in industrial development, haV nro ) 


preached a 

modification of the fashionable doctrine of universal free trade. If the ' 
of complete freedom of trade cannot be achieved owing to the fiscal policy \ ] ^ 

by most countries in the world, the English statesmen of this school thought ^ ^ 
they could at least have freedom of trade within the empire; or, since the . elf 
governing colonies could not admit of absolute freedom, sucli a cooperative 
sympathetic manipulation of the tariff in all the parts of the British Empire as to 
bring the trade rivals of England to heel within a short time by the exertion 0 f tb 
powerful economic measure. Alternatively they thought of making the R.V.? 
Empire as far as ma^ be self-sufficient. This school was for a while t \is •.^y^ ' 
owing to other more urgent problems at home. But the last War has v ■ ! 

incentives. The memory of war hates still continues. Ainl it i UUUl new 

that the allies will try and exclude Germany, if they can { r()V[ , n Secret 

allies, as lnucli as (Jcrn'anv. need the Raw Mu i . ‘ K trade. Tha 


allies, as much as Germany, need the Raw Materials to ren • '• ' t,ra y e ‘ The^ 

The allies, as much as Germany, need tomake good the industries 

truct their diverted or depreciated plant, to rehabilitute'ait ° £ to Ie *>ns- 
The supplies of raw material are limited—as also the markets toCl^ 1 ^ lnrtustT J'« 
tures. Under these circumstances, we need not be surpriseR r luattufac * 
desire for reserving to ourselves and our friends such supplies as are' "X\ in 1<< T 
own control. Hence recrudep ceiice of the new idea- of imperial ivfu!?* 
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which, however, cannot materialise in the British Empire except with the consont 
of the component parts, or such of them as enjoy fiscal, autonomy. 

No definite scheme of Imperial Preference has yet been' evolved. W e 
an, therefore, discuss the question only in the abstract. Speaking generally the 
interests involved in any proposal for Imperial preference within the limits of 
the British Empire are likely to be si antagonistic as to render any uniform 
manipulation of the Imperial Tariffs almost impossible. The consciousness of 
a divergence of interests, the suspicion ‘not quite without foundation, of ulterior 
motives: the growting strength 01 local patriotism will all combine to aid the self- 
yovc mng dominions id offering a stiff residence to any likely scheme of preference 

And the opposition would be all the greater if the problem is to be considered for 

the allied—and not from the merely British Imperial standpoint. Australia has 
no desire to see her markets invaded by Japan any more than India has The 
rivalry of Japan and the overwhelming might of the United States are far more 
to be dreaded in the next generation by those members of the British Empire 
who, by their situation, or by present trade connections, are likely to be exposed 
most to such competition than any fears of competition from a demoralised and 
crippled Germany, 

The problem of Imperial Preference seems thus to be of little more than 
academical interest, but for the recent significant changes in the Customs policy 
of the t inted Kingdom and the pronouncement of her leading statesmen. The 
therefor* ^ ^ ***? become a real, living, burning controversy. We would not 
at ;;r |J< - lmp0rfcing any irrele ^nt discussion into puPthesis if we briefly glance 
there havTbe ^ ° f Imperial Preference “ applied to India— particularly as 
Legislative diHCUSsions 011 ^ subject in the Indian Imperial 

TJic ] * 

from 1903 u-Jm 11 ^ 1(derencc * n *bis country may be said to date 

of India to consider Secrefcar ? of Statc requested the Government 

ed in their despatch of Tte views of tlie Government of India, embodP 

they had no definite ».(,* ^ ° Ct ° })fiV l903 ’ were necessarily a little vague since 
mousin finding the •' bc, °!’ e tileiu ou wJlith to pronounce. They were unani- 

■~~~ --l )ro Posdl.s for Imperial Preference in India unsuitable to this 


<SL 




^75 

country. The trade of India they urged was so distributed as to be in very great 

_____ proportion as regards imports from the British 

Amount _ p<a Empire, and a relatively smal| proportion of 

34,849,000 00% ex P« rte to the United kingdom and the British 

Jlosnow 25 8 io% Empire generally. Allowing for the necessary 
Exports Amount p. c. modification of these figures, owing to the fact 


Imports, 


From U. K. 

From U. K. 

From Br. Europe 
From foreigner 


To U. K. 

ToU. K- 

To the other British 
Empire 

To foreigners .. 


Amount _ __ 

£• that a good deal of th^'exports to 

21,105,000 25 . 0 % . . - 10 ilon gkong 

and the Straits included under other British 


28,001,000 

•14,601,000 


21.4°o 

£3.0% possessions 


was eventually meant for 

,, 0hiM W J »PM. ‘be total ol out export 
trade with foreign countries would amount to 61 % of. our entire 1 

Any scheme of Imperial Preference which allows India to tax all import.' 1 ^ * 
a preference to those obtained from the British Empire—would he "ob}’ 
the British manufacturers * And without such a permission ^ * t0 .^” 
people would entertain very great suspicions of the bonafides of on lndian 
Imperial Preference. The situation has no doubt altered, during the °* 

period; but the alterations have only ended in intensifying the situation ^ Veu | n 2 
ports still are mainly manufactures, which, there is every reason lo U \ lm ’ 

India can, given suitable conditions c i , \ c# 
home. Our exports consist largely 0Ven at 
raw materials and foodstuffs, which it 
interest of the countries to which Ave 1S tJae 
them to receive them without, let or hind^ 0 ^ 
In the period before the War the bullet 
Indian exports were received , W " . 0t 
«i.b the most i„ tell8c Pret 
either free or charged only revenue duties, f Even, as in P°uc.y 

India-docs not enjoy a Producers’ monopoly, the condition of proi^t* 
well as the world demand of such commodities are so favourable 1 
that she can scarcely expect any boneficient change in her’ volume or direction 

♦ “ The net result is that Indian Exports to a value exceeding 38 millions i ™-— 

.one half of the entire volume of our Export Trade are admitted free of duty inn**5* ^l^'XhuatW to 
while of the remainder a considerable proportion Is either subject- to rclativeiv,™? c< ?asumlng markets 
tiic United Kingdom, to duties imposed for purely revenue purposes, i lm i with c ^ u de 8 , or' »s in 

mzainst us- ” (para 8 of tlu> Government of India despatch of October lmvn no to dilfemuU 

Scribed bv the Indian Uovernmcnt ” to the nature of the bulk of exports \vu\l\ was oniti 

of raw materials which are an object of Importance, u not of necessity to the ii * consist hi ore u \ 

■ of ^ Excluding 6ov.mm.nt .tores th. -«.vc. an «ST # 

t , £ ,; ,iti. jy £. Kxi,c : rts - w "‘ n ' traa# - 


Imports 1018-19 

Amount. 

P. C. 

From U. K. .. 

£. • 
51,338,000 

46% 

From British 
possessions 

13,320,000 

12% 

From foreigners 

48,081.000 

42% 

To U. K. 

•18,,280,000 

28% 

To British possessions 

40,057,000 

24% 

‘‘To foreign countries 
with modifications 

80,899,000 

V V 

53% 


1011*12 

1912- 13 

1913- 14 

1014- 15 

1015- 10 
1910-17 
1917-18 
1919-20 


13.6 6.04 64.04 f Jg 

15.6 8.20 81.05 i~n 

16.4 7.0396.77 J’ 0 
13.0 6.20 71.H ir 9 

18.4 5.086237 W 

18.16 6.60 73 0 H2 
18.02 6.53 73.28 H | 
20.32 6.62 82.16 3.73 


£. 

1 

38.2 
&2.05 

43.1 

32.0 

35.3 

37.3 

50.3 
42.16 


£. 

II. 
63.7 
68.98 
81.64 
i>3‘.38 
60.0 
60.0 
65.30 
67.60 


lil 

111 . 

32.77 

38.22 

30.39 

31. ui 
• 

51.31 
48.4S 
68.02 


aRUrcs are Riven in mUUon stcrl,,lg at the *»**«2; of 
I. class Includes Articles of Food, Brink and Tobacco U S * 15 1HiUal X 1 , ■ xh< 

H; •» ” >» Raw materials. 

T V ” ” ” malnlay or wholly manufactured. 

£t will be observed Hwt’the Imports to.no- • 

Bxports under II $ 111 amount to \ to J of our exports- ° * 8 '» ot al1 °«r imports, wbll . 
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0 f (. rai ] c _ },y l )e ing a party to a scheme of Imperial Preference, which would 
require her to discriminate as between her customers, not on the economic 
grounds of her own material interests, but on specious political considerations 
which might be foisted upon her Government. And, if the early' policy to Impe¬ 
rial Preference is to be modified in the interests of the allies, the loss to India 
-who finds Japan a dangerously growing rival even in the Indian market and 
much—more in the Chinese-would be too clear to require further demonstration.* 
There is. moreover, nothing in which India can bargain with other members of 
the Empire. England will in all probability insist upon free imports of the food¬ 
stuffs and the raw materials required for her population and industries in any 
scheme of Imperial Preference, which would give the Indian producer no advantage 
But even supposing a preferential treatment is given in the English market, the 
only exports to benefit at all would be tea or wheat. These have, as it is an 
already t assured market; and for them, therefore, no additional preference is 
desired unless simultaneously India is set at liberty to tax the imported manu¬ 
factures, sufficiently high to give her own manufactures an Appreciable advantage. 

The Government of India feared in 1903 that any acceptance of the general 
principle of Imperial Preference might result in the Indian fiscal policy being mani¬ 
pulated in—not Indian but anti-Indian interests. In the years, that have since 
elapsed there have occured no events to remove this apprehension. It is, gencrally 
speakmg, unsound to introduce political considerations in this economic problem. 
But as Imperial Preference isjtself the child of political pressure, there can be no 
objection in mentioning the fact of anti-Indian feeling and legislation in the chief 
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• The only effective reason, which restrained the strong European nations in 
their Tariff wars in the last generations, was a wholesome dread of Retaliation. 
But we in India—as Sir E.‘ Law showed in his minute to the Government 
India’s despatch of October, 1903 on the Tariff question-need not fear by any such 
retaliation.* We possess more than ample resources of raw material; immense 
labour supplies; still untried power resources. Even capital, if only it is sought 
in the right direction and assured against unmerited failure, would be forthcoming 
from amongst Indian resources in the necessary quantities. There is no country 
in the world so able to defy retaliation, so likely to be self-sufficient if required a- 
India. Tariff discrimination by foreigners, therefore, need not be feared bv \iu\vl 
if she is able to develop her own industries herself. 


The one argument against the Imperial Preference to which the dis^at 1 f 

the Government of India above referred to necessarilv,gave groat ^ 

^ L Prominence 

has slightly altered in its bearing in the interval. They feared the effects of a I 
perial Preference on our Exports owing to a possible Retaliation-and C( 
disturbance of the balanced trade in favour of India.t ‘If the excess r 
Indian produce could not be kept up to the usual degree—the newly establisl i 

* Sir Edward Law’s conclusion with regard to Tariff question in India:— " --- 

1 136 Before attempting to draw any conclusions (torn the above examination of ; SUch . , 

:ained. 1 must onco more insist that information at our disposal for a correct appreciation^ 5 ,; 


ascertained, 
moroua . 

fu?Unfo r mat ion in tills respect as could only be obtained by local inmiincs in the different coundV { llo ‘ 

ed, wo ca nnot say with certainty how far.in ca«p of a tarW \\ar, each imlhidual country coaid , Cs - 

nn aggressive attitude, hampering the supply ot r.'.w materials leqii ed lor Us itulitatrv \+ , , *d to assume 
1 feel sufficiently confident that with the go at majority oi countries with which we trade' . 1 ! e ^bie tiuio 
the very great bulk of our Exports raw materials, we arc not only in a sate position n,\ri lLU * as tegardR 
atford. in certain instances, ourselves totissuine an aggressive attitude by goin g So ltt ' 'ye could eVftn 
on the exportation of produce they require for their industry* -Uus is not the taso to lI upos© TmtbS 
by aiq means with regard to all classes of produce exported, and with possible exception in j^T ery country * ^ 


all classes of produce exported, and with possible except ion Vn\i eVery country nr 
Austria, Germany, and Belgium, it seems to me to be more hi Indian interests to ^ le case of nfiiaio 1 

. . indeed, by its adoption very grcilt 2 utters aatlXftfc 


than to cmoarK on a new uscat policy, unless indeed, oy m muun very grc , ilt , mutters as tlW <**7. 

by preferential discreuiiuation In favour of exports to the Lnitcd Kingdom" and c °uld be obi 

sions. \ ) i-ritisli Colonies and m Wi- 


than to embark on a new fiscal pblicj , unless 
by pi ” 1 ” 1 " ’ " 

sions. 

139- The situation appears to me to be this, that India could probably civ 
small preference on her present low tariff rates on Imports from other pair* serious datmer sonm 

■ ■ ..jHh hrtt, he K1 i 


little to gain by so doing, and would incur a ri?>k oi 
to the extent ot preference given in a system ' ! 


i Of inter imperial preference and to 1,1 Proportion 

it was given- Un to r ;; te to ^.y, .0 (which { Z^FZ. frit?* "hich 



taut industries and wi 
a large proportion of Indian 
nature- 


so limited as to partake of the n a torn 

an export* consisting alumst eutiroiv ,,r * a . m oho lK ,i v 


f Extracts from Sir Edward Law minute (op. cifc). 


a " *»atcrn,i s 3l '!"vua,hat 

city u P^tiuco t s of that, 


, -13? I have indicated as far as possible how far U would 

m existing circumstances and in view of the fact that our cv mi u'"' *K am 1&no 
produce, it does not appear probable that materinllv impotw ^ath \ mah1 »» obWine 1 m. 

system <»t preferential tariffs in our favour adopted tot othci r y ui raw 1 bU 

Worn would probably be considerable as alio to , V' ! . 


jig TT..WMW .11 mir luvuiir auoptcu for other paris ,rfTC'! !te8 ‘-'mid 

kingdom would probably be considerable as also to the MufltUwhS V 5 **“Mr.. 
parts of the Empire would be materially advanced in their lav.mrbJ ‘ 

138 In my opinion U might h« dimmii* ♦ +u~l - !v. 

to Iudian interests but should we 1 
be our duty to poitft (Jilt strong! v 

prejudiced, we stouM run a very peat VfekTdikurbhuTthe i”Bc offif ,"' 5 ‘ l > >*iy w'lf k J k ‘ , “ 

and wo might find ourselves once mdte piunged into the deep sea of trouble -n i imJV liUV< l °nglv i n , 8o ^ lous 
depredation oi Exchange yuiue oi our rupee ciujeucy » mu trom u 




currency system would become impractical to maintain. Apart Irom the fact' ot 
India's being a debtor country, her political dependence upon Ilngland involved 
the payment of an annual tribute, called Home Charges nearly f30 mill,on a year 
Disturbance of the Exchange which would lower the value of the rupee would ne- 

, iii +iac p rtvprnment of India with the utmost alarm. But 

cessanlv be regarded by the Government / 

. • . , ,, 1 „,wT,rnciqhlv * * Though India has not yet become a creditor 

the situation has altered appreciably. e J 

country there is no reason to fear that in the next decade or generation her credit 
balance' of trade would not be maintained. The present problem of Exchange 
is not how to prevent a fall in the gold value of the rupee but rather how to 
arrest, the continued tise of the exchange value of the rupee, which has now (Feb¬ 
ruary lb20) broken dl records. This particular reason, therefore, is not of great 
interest to-day though even now our currency system is far from satisfactory.! 


, slrii b owi t e Th« ?,^r;\i tten i M iui3 ?8 ai “,8°ne gainst indin tin the "rupee is worth 15d 

( rsWah?eMlutSf hJ?h“ y ul i“ Id ! u J : * tile one absorbing topic of the clay ; but so far no practicable, or 
: ‘^ e S ^ “ i° i la f beei * u W ted ' In an appendix to this work an attempt is made, in the form 

oi a diatt BUI, to lay down principles and details of Currency reform in a constructive fori. 

he^t iSl.a^'wl ,,f tlic . ,: ' J . vcmme,U of 1 “ re from their stand point of maintains a status quo as 

• nnrov d^ only in is V,r “P, not of cour ? e ’, Wee With them in their entirety. We have quoted them with 
ratteriekra oolirv nf T ’V ' 0 aK T of imperial preference. Kven now Indian opinion would 

SSfw{fl?frnrl^ l« y ^ f fa ? e ( rnde — i,nd: ‘ tariff for revenue purposes only—to any scheme ot imperial Prefer- 
eace wuere India 13 guro to lose more than she is ever likely to gain. 





CHAPTER VI. 


OPIUM REVENUE AND FORESTS REVENUE. 


LXV. Opium Revenue. 

,v ■ 


Forty years ago when the Strachey Brothers published t ! eir 
on the Finance and Public Works of India, they might well describ K ^ 

Revenue as the second most important item of revenue in Inr ' ' .• 
of the revenue, the problems connected with its assessment, collect' amount 
tion which occured almost annually in considerable magnitudes, Un ‘^ Var * a * 
agitation carried on in England by a section of the British Press and puhli' sfcron 8 
—all combined to make the Opium Revenue the most widely discussed i. l, p ini0D 
Indian Budget—second, if at all, only to the great, item of the Land R f . VlT " 111 r ^ e 
in the interval the situation has changed radically. Opium l s 1U) , u ' ^ >in 
second biggest item of revenue-nor the third nor y< t the fourth. It nu ' ' ^ le 

the same anxiety and speculations as to its yield that were once insep ;u -d j' r ° U3es 
any study of the Indian Opium Revenue, it does not oven give rise to ; ' ^ ° ni 

scientific discussion as to the proper method of collecting such a revenue e * ln 8 
rival claims of a heavy export duty and of 4 public monopoly. ^ 6r 
question has receded completely in the back ground within the last 1 . °P' u m 
as well from financial as from a moral stand point, we shall limit ou ' ^ years 

this ouce important item in proportion ito its present sienfif * lsLU3s i°n of 
sufficient historical outline as f? make the discussion intelligible s " lth J Usl rt 
necessarily involve the eschewing of the discussion of the K .] at -‘ u P Iau would 
Export Duty, and a Monopoly as also of the general principles k ov .‘ U< ''' 
monopoly. 

PRESENT POSITION OF AN OPIUM REVENUE 

The total revenue derived from Opium is obtained in three 
pi the accounts of the Government of India under'the two j 10 ., | , ' ari ^ Edited 

and Excise. The former represents (a) the proceeds of the ^ ^ f proper 

every month of Opium manufactured in the Government l t t ^ ^ ^ auction 

the income from the Export duty levied per chest ( ,f ' or > a t Gazipnr,* ^ 

Native States of Rajputana and Central India. j ll0 '^ Um ' seut out. f roiu t [j0 
Opffim is a public monopoly ever since the davs 0 f if !U ^ nufilct urc of the Ben-mi 
the revenue from that source was ooutirmaliy pJL!? ,wli » Oomp wn , “, (1 
t he manufacturing monopoly TOU j d „„ t be raaiutaiuej . l » 1*4 ' -V. 

* The Opium department wag formerly divided into tTJT ZiZ. 7~ C ul r ospondin: 

^uv(in J i il0l 


of au 
publi' 
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ontrol on the sources of raw materials, the Government of India have prohibited 
cultivation of the poppy except under a license from an authorised officer of the 
Government, and subject to the condition that the cultivator must sell the whole 
of the crop to the Government.* He Is agisted during cultivation.,by advances 
made on account. The cultivator delivers the crop in a crude state at the local 
centre, whence it is forwarded to the Government Factory at Gazipur to be there 
prepared >r the market. It is called “ Provision Opium ” if it is destined for 
export, it is packed in chests of uniform weight and sold by public auction at 
Calcutta. The Opium destined for local consumption is known as the “ Excise 
Opium distributed direct from the factory or from the public warShouse at 
Calcutta, to the Government Treasuries in the country, who issue it to licensed 
druggists or vendors only. Out of the sale license proceeds a sum repre 
senting the estimated cost of production is credited to the Opium Revenue, the 


rest being credited under Excise. 


The Revenue from the Malv.a Opium is derived from a pass duty levied on the 
opium exported front the Native States. Since 1912 some portion ot the Revenue 
is derived from License fees—or sums paid to the Government for right to export 
Opium from India within these states. The production of Opium for the market 
is carried on in the traditional methods. The Government, however, annually 
lixes the quantity which may be exported; and no poium may pass in to the British 
Territory, whether for Export or for consumption, except on payment «of the Pass 
Du'y. The duty Is levied at convenient stations maintained at Indore and else 
vlieu- by the British Government. From these stations the opium is consigned 
!o .1 central depot, or public warehouse at Bombay—to be thence issued to traders, 
duty on the Alalwa Opium is now 1200 rupees per chest of 140 lbs. being’ 

in rJ!2 from Rs. 600 per chest. The right to export it is now' also dis- 
posed of auuuallj. by public auc ti„ at 

ment < i ta ^ e s bow.-j the Gross Revenue and Expenditure of the Govern- 

It will I "'f'” t0 ^^ ier ul ^ 1 ^ U: amount of Chests sold and the prices realised, 
steadil' d l *‘ at ’ D ^ ie k# dozen years. The Opium Revenue has been 

t u ni!n " due to the agreement with China under which the Government 
ot India have bound 1 

port'd ti Cl ‘ ( ’““insolves progressively to deminish the quantity to be ex- 

----Originally the export to China was to cease by progressi 

* Tllfi hilcfl nrknr >...11 . ' —■---- ■—— ■ ——-_ 
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reduction within 10 years, 
India agreed to hasten the 
Exports of Opium to China 

Year. 


1861-62 

1862- 63 

1863- 64 

1864- 65 

1865- 66 

1866- 67 

1867- 68 

1868- 69 

1869- 70 

1870- 71 

1871- 72 

1872- 73 

1873- 74 

1874- 75 

1875- 76 

1876- 77 

1877- 78 

1878- 79 

1879- 80 

1880- 81 
1881-82 
1882-83 

"1883-84 

1884- 85 

1885- 86 

1886- 87 

1887- 88 

1888- 89 

1889- 90 

1890- 91 

1891- 92 

1892- 93 

1893- 94 

1894- 95 

1895- 96 

1896- 97 

1897- 98 

1898- 99 

1899- 00 

1900- 01 

1901- 02 

1902- 03 

1903- 0-4 

1904- 05 

1905- 06 

1906- 07 

1907- 08 

1908- 09 

1909- 10 


but by subsequent treaty of 1911, the Government of 
period of complete stop to the exports. Since 1913 
have been stopped. 


Revenue. Expenditure 

No. of 
Chests, 
sold. 

Price per 
chest. 

R&, 

Rs. 

■Rs. 

Rs. 

6,359,269 

1,449,465 

70,063 

1,600 

8,055,476 

1,856,278 

29,393 

1,128 

6,831,999 

2,306,493 

39,240 


7,361,405 

2,368,666 

49,646 

“ 

8,518,264 

1,891,217 

64,111 

956 

6,803,413 

1,077,330 

40,000 

1,248 

8,923,568 

1,874,121 

47,999 

8,453,365 

1,720,711 


* * 

7,951,557 

1,820,683 


.... 

8,045,459 

2,014,425 


«... 

9,253,859 

1,596,646 

40,961 

1,385 

1,385 

1,265 

1,207 

1,215 

1,270 

1266 

1,225 

1,170 

1.362 

1,324 

1,221 

1,251 

1,296 

8,684,691 

1,814,268 

12,665 

8,324,879 

2,001,280 

12,750 

8,556,629 

2,341,546 

45,000“ 

8.471,425 

2,218,565 

15,510 

9,122,460 

2,841,647 

17,240 

9,182,722 

2,661,266 

19,500 

9,399,401. 

1,698,730 

55,500 

10,319,162 

2,067,192 

59,10o 

10,418,051 

2,028,757 

56,400 

9,862,444 

2,057,335 

i 5,6,400 

9,499,594 

2,232,816 

56,400 

9,556,501 

1,854,690 

54,400 

8,816,469 

2,966,640 

16,608 

8,942,515 

3,057,674 

9,942,976 

2,729,063 



8,515,412 

2,424,575 



8,662,319 

2,579,905 


* * * * 

8,583,056 

1,605,107 


«... 

7,879,182 

2,180,797 




4 .. .. 


8,012,380 
7,993,180 
6,627,571 
7,327,357 
7,123,922 
5,179,722 
6,409,238 
5,735,330 
4,401,952 
5,102,242 
4,852.022 
4,498,438 
5,m045 
6.021,499 
5,468,780 
5,660,528 
5,344,986 
. 5,884,788 
5,54.4,683 


1,611,813 
1,602.496 
1,876,607 
1,616,130 
2,068,941 
'2,389,117 
2,486,092 
2,373,290 
1,727,154 
1,785,875 
1,608,690 
1,648,483 
2,257,744 
1,967,085 

1.892.441 
1,913,292 

1.669.441 
1,236,088 
1,110,155 


56,250 \ 

48,852 

43,353 

39,780 

37,695 

39,000 

39,000 

39,000 

39,450 

41,700 

48,000 

do. 

do. 

do. 

19,000 

52,800 

48.900 

45.900 
42,30j 


1.056 

1,247 

1,109 

1,337 

1,390 

1,023 

1,244 

1,055 

l,’221 

1,361 

1,297 

1,144 

1,462 

l ,687 

1,434 

1,381 

1,350 

1,384 

1,612 











WNt$r#y 



1910- .il .. 

1911- 12 .. 

1912- 13 .. 

1913- 14 „.. 

1914- 15 . - 

1915- 16 . • 

1916- 17 -• 

1917- 1* •• 

1918- 19 •• 

1919- 20 .. 
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Revenue. 

Expenditure. 

Rs. 

Rs. 

7,521,962 

1,24,657 

5,961,278 

7,29,452 

5,125,592 

59,972 

1,624,898 

1,0.,240 

1,512,218 

6.54,889 

1,913,514 

11,44,331 

3,160.005 

9,12,394 

3,078,903 

1,108,782 

3,229,000 

13,37,200 

3,056,200 

1,046,1.00 


No. ot • 

Price per 

Chests sold. 

chest. 

Rs. 

Rs. 

37,500 

2,892 

26,330 

2,790 

17,890 

2,784 

9,000 

2,120 

1,0648 

1,658 

10,020 

.1,719 

15700 

3,413 


LXV1.—CRITIQUE OF THE OPIUM POLICY. 

, W hile the Opium Revenue lasted it was the subject of the most violent contro¬ 
versy on financial, and even more on moral grounds. The opium revenue, 
it was urged, was the most uncertain item in the Public Budget, The chaos in 
tail) finance under the Crown was frequently ascribed to the precariousness 
° tlus branch of the Revenue. It is certainly true that upto 1867 idle Government 
oi India uo not seem to have had any definite policy as to the ainou nt of opium 
c n an d manufactured; as to the amount to be sold and the price to be realised. 

, ” . luu waa exposed to the tender mercies of the Opium speculator 

10 cl liii’ge Wj 1 Til* -li 

I : ° ' Vlien > following the recommendations of Sir G. Beadon. the 

L.icuunant.Governor i. 

f | x -ttengaJ, the policy of fixed sales and maintaining re- 

beives to keep* up Hip fivr j . , \ ' ° 

the disturbing sales was'adopted, the Revenue began to be free from 

opium Revenue speculative bids. But the natural defect of the 

determined by tl L ^ Cilf ^ 1,; ^ u P on ^ le amount of the crop, which, in its turn, was 

.. j ‘ e c 'buiacter of the season, could not even then be eliminated, while 

a certain amount of s nfl «„i. 

tiie market T] \ c uiation persisted notwithstanding all attempts to stabilize 

mown Chinese °* tJle exports, and the competition of the home- 

up a stable >• ' m P u ?sible for the Government of India to keep 

allowsnno * Utt ^ ' i)eir 0Wl1 control of the Indian trade. When, however, full 
allowance was made f 

or Hie natural defect, its alleged precariouSness was not 

# Sir CeciJ Beadon ♦ » 

“ Jt. is not *teable M , IOr,llulutt! 
ye:.ns i s (mmojimhi uir, , ‘ 

1,16 'luantny wm' i,1, 1 7 lrou,lt 

Oil ItiMin.. t i .... ^ Pl'IlK/nt 


on an average of 
ot opium exceeds 
be held as a set 
against fail are 
quantity to be 

---be some saving 

maintained only by sum 


uiub: 

estiibli*ihecK 1 Utir ^ must as far as pobMble be the same. To this end a Kesorve stock must be 

The pri<j* u!kiwV» U ^^ * on vnrd for sale must, be determined by the price realised 
promote 1 «> .u production''a ° r be Midi would not allow oi clfctTivc competition from abroad noi 

IJie Oo/emiuent'ot i 1 ii 11 

tor the wnole yen r*» . a r,, ; :! b d an Opium Iteserve after 1870 and declared their total sales in advance 
t*ic monthly dock auctioned being 1,700 didst*. : 
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invariably prejudicial to the Revenue. As the greater amount of the fluctuation 1 ? ^ 
entered on the side of the Expenditure the proportion of disturbance was relatively 
smaller. As a matter of fact the fluctuations in prices have been much greater 
since the Opium Treaty of 1 907 than ever before, making the yield for a few years 
after the treaty extraordinarily inflated by speculation running mad. 

But the objections urged on moral grounds were far more bitter and persistent 
. It was urged by that section of the English Public, which is always ready to assert 
it? puritanical qense of .moral justice, whenever the justice can be administered it 
the cost of somebody else, that the Opium Revenue was derived from the misfortune 
of China ; that opium traffic was forced by the superior might of the British’ Govern¬ 
ment against the known wishes of the Chinese people to the contrary; that the 
connection of the Indian Government as a monopolist in this injurious traffic must 
necessarily be deprecated—condemned, even if the traffic was unfortunatel • 
abolished. Strachey, ( 011 . cit.) and Baring (the late Lord Cromer) in his g n . UK .j a j 
statement for 1882-3, have shown how baseless these arguments were. The abilit 
of the Chinese Government to control the traffic with a view to its abolition was 
quite legitimately doubted on ‘the strength of the opinion of those, who, by their 
long residence in the country, were qualified to speak with authority, and 
on the ground of an undisputed extension of poppy cultivation i u Chi aa ifc3e]f “ ' 
Far from the Indian Opium having monopolised the Chinese market it Was ‘ 
to be confined only to the principal ports and the sea-board districts. From it 
superior quality and higher price the Indian Opium was t\sed only by tl le 
relatively richer classes of thq,Chinese; and so the share of the Indian Governnien 
in "a progressive demoralisation of the Chinese people” \\y« of,, the small-at 
proportion. Besides, from the Opium trade the ( hinese Government itself t ] 
considerable revenue ; am! its willingness to stop the traffic mav k„ _ , , 

. ,.11 j ue reasonably 

questioned ou purely financial grounds. 

It is, indeed, a moot point whether the Government monopoly of such an 
article as opium is more injurious than beneficial. Admitting that the consumption 
of such a drug is haruAffi.it is all the more necessary that the traffic should be m 
effectively controlled ,b.y a Government monopoly. The display Q f 
by a Government, which would lead it to wash its hands completely ,©f uu ...1 • 1° 

connection with that traffic, is likely to be more' harmful to the p 0( . 1 ' y ** 
The private trader would not be satisfied until he sells the utmost , P ******* 
of the results of this trade. ■ The Government 0 f India had V 1e can reckless 
question more than once : 1858, 18ti4, 1882, and had felt 01l scu %d the \vKol e 
balance of advantage lay on the side of the monopoly is ° ' occa *ioh that the. 

in the Indian interests. In the Chinese market the Indian Chinese a s 

but bv no means the Only factor. B y cert ain natural 1 “ wasaui »uportant, 

—-^ a ^ es could. 
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^produce good opium at a price which no other country could afford. The only 
consequence, of the abolition of the monopoly would be a stimulation of competition 
to the disadvantage of China, which would get a relatively poorer quality of the 
drug for a probably much higher price. And the Government of lndia had to 
consider the Indian interests as well. The removal of control would give rise to 
serious problems of the internal regulation-the Excise on Opium for example, to 
restore the old onerous inland customs line which was abolished in 1879—for 
the benefit of the Excise on local consumption. The discontinuance of the close 
connection of the Indian Government with the Opium Trade would intensify the 
moral objections, because both India and China would be flooded by the more 
deleterious drug. " 


<SL 


The injurious effects of opium consumption, while they cannot be denied mav 
yet be exaggerated. The harm consists not in a moderate but in an excessive 
use of the drug. In the case of opium the Indian people—like the Sikhs who are 
notorious for their heavy consumption of opium—can show no very prominently 
bad effects; and it may be doubted if the Chinese decadence can really be ascribe 
entirely or even largely to the opium sent out from India under Government 
monopoly. Besides, the practice of modern Governments to derive huge sums of 
revenue from the drink traffic—which is at least as harmful to Europe and 
America as opium is alleged to have been in China—made the protests of 
the English puritans against the Indian Government s monopoly of opium 
unspeakably ludicrious to those who could view the subject without an 
unnecessary alloy of maudlin, sham, sentimentality. 


I be Government of India pointed out in 1882 the strongest objection they 
hac to the abrogation of their monopoly. If they withdrew their monopoly 
ubstituted an Export Duty for the sake of the revenue, Sir E. Baring 
caculaLd that the Government could not expect from an Export Duty of Ks. 

0 t higher duty was impossible in view of the known risks of the 

tiadf an income above £2.75 million against the average of £5 million they 
WCle °btening under the monopoly. The loss of such an amount would 
certainly involve additional taxation in India; and the Indian Government 


might well urge the obvious injustice of taxing the people, whose average 
income per head was Us. 27 per annum for the benefit of the Chinese, even 
assuming, against all probability, that the imports into China would not 
be increased. At the time the Government had also to consider the effect of 
tie cesaatichi of the Indo-Chinese trade on the Es&ange, which, it was rkhUv 

“■ 7“ bc ”7 mhir, y to the increasing embarrassment „f the 

Indian Government. * 


'UiC (it.vemraent of India is at prweut tiultc i,T,’ Uu ' ,uaace Ministerin tftese words in 1882 
consequent on a suppression oftftinonm- cVtiv^v1'n k <c auJ 1 UK “ ns **> *'*M, «>c 1««* of revenue 
can be devised the loss of the Utmaf riwnnl 7 n( "' L . ( ’ l !‘ u 7 lecouped, and that until such means 
being greater Ilian it, receipt, that i« to J, t v,i I ,1 ! i te - ult , " % ll0 { mul ulm,lul expenditure ol India 

s euro Vjiicli uvuld almost cert .inv la h,. in t ■“ A U ! e '>'-d agaiu "to make India to provide 

ii.--.flic ■ivci'itre nmia i ilettu.il t ■ the t lees ol t lima would be wholly unjustifiable-" 

Rs T ‘>50 Tha r t hK,t t0 M*e/■ovcrnmeiit wn.s calrulated at Rs. b .>9 on a sale price of 

• i-e lue export out, allowing tor the traders profit could uoj, be greater tlum ooo per chest. * 
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In 1882 the Government of India were entitled to and deduced some special 
pleading as regards the opium revenue. The exchange difficulty was becoming 
more and more chronic every year. They had passed through a disastrous 
war, and heavy famine expenditure. They could not, therefore, be very 
well pressed to give up the opium revenue—a net income of over 5 million 

pounds without any burden upou the Indian tax payer_ especially as 

about the same time India was called upon to forego another consider abl 
revenue in response to the Free Trade agitation in England— the general 5 
per cent. Import Duties. These special difficulties continued and were accentuated 
in the remaining years of the century. When, however, exchange had been 

stabilized, when prosperity in Budgets was evidenced hv , ? 

. . . . , j repeated surpluses 

the anti-opium * agitation revived. The Chinese Governmn^f u 
. . • * i . became more 

insistant in their complaints against the opium traffic, and offered to y[ v 

pledges of their willingness and ability to check the spread of th* *1 • Concrcte 
: . . * r LGe opi Um babits 

in the celestial Empire, if only the Government of India would undert* p > 

co-operate. Bv an agreement made in 1907 the Government of r lv ° t0 
. under¬ 

took in ten years to stop the export to China by progressive reductions : f 

chests every year in the opium destined to be exported to China, if the Chi^^ 

Government could show that on their side they would take energetic jst<>p.; t ° Se 

end to the business altogether. In 1911 it was found that the Chinese an 

against opium were proving successful. The Government of India then 

took to apply the whole of their reduction of the Chinese!trade by 

certificate to each chest ear-marked for export to China, and a\[o\ - bUln ^ a ' 

Wexclude evey chest not so ' certificated. In April 1913 th« to 

certificated 

to be sold in 


April 1913 the* \sale\bf 
opium was stopped altogether reducing at the same time the 0 pi Ul 
other countries. 


At the present time therefore the opium revenue may be said t ^ 

of monpoly profits from domestic consumption credited mulnr , i , * 

,, , . . . , , . ' “iicier the head of Excisp 

partly of monopoly profits in auction sales of opium destined for PouW[ .j ‘ ' 

than China j and partly pass Duties levied on Malwa opium. The T 1 
table gives an analysis of the revenue as it now i$. su b]°ined 


nalysis' 
Revenue. 


( 

_ 

8a le proceeds 

Excise 

r~ * --- L • 

Purchase 

Year. 

of Bengal. 

opium. 

price. 

1911-12 

74,864,728 

4,145,337 

9.334,254 

1912 13 

49,805,735 

4,963,493 

Y ,670,577 

1913-14 

19,192,177 

4,768,501 

13,932,608 

1914-15 

18,771,785 

4,811,491 

8,579,357 

.1915-16 

24,119,712 

4,583,000 

15,870,745 

1916-17 

41,578,730 

5,821,345 

12,160,402 

1917-18 

40,273,194 

5,910,344 

14,980,342 

1918-19 

41,624,000 

6,810,to) 

18,116,000 

1919-20 

38,950,000 

6,893,000 

11,361,700 


other 

charges, 

1.583,522 
'.320,747 
1.242,832 
1.227,924 
1 . 282,610 
l>513,254 
1,630,472 
1,933,000 
2 , 005,000 


Ket, 

Revenue. 
5.231,826 , 
4,324,863 
612,438 
918,1^9 
36% 957 
2,248,428 
2,970,421 
1.891,800 

2 .010..1Q0 
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The sacrifice of the opium revenue, though causing a strain on the Indian 
finances and though known to he the result of English sense of moral justice asserting 
the Injlia Office, did not, however rouse ,the same opposition in India a s 
the Customs Leffisla'tion S due to' the same forces, and involving-the same financial 
consequences, had done a few years before. The loss of the opium revenue was 
spread over a number of years, and for the first two or three years the restriction of 
• [’ -*6 1<- i(iii)‘ f to the lii"h prices did not allow the loss to be perceived. The leaders 

of Indian opinion bad begun to perceive the moral responsibility of India and 
th han ds of the Government were strengthened by the. cooperation in the new 
policy of the best representatives of Indian opinion.* In the years immediately 
preceding the inception* of the new policy there was considerable relief given to 
the Indian tax paver by progressive reductions in the salt duty, and by raising the 
minimum of income exempted from the income tax. There was thus not the same 
intensity of feeling in India against the abandonment of the opium revenue in 1908 
as there was in '189- and so the new policy was carried into effect rpii'e smoothl \ 

The opium revenue derived from local consumption still continues to be an 
important item in the total Excise Revenue. Opium being still monopolised 
Government charges the monopolist’s price-tlie highest that can be paid. The 
sale of opium is subject to the samfe regulations as the vend of other intoxicants 
and it seems that-the policy of gradual extinction or rigid restriction of the habit 
would be adopted in the case of opium as in that of other stimulants. 

LXVII-FORESTS. 

India possesses an enormous, unknown, unexplored wealth in her forests which 
.over nearly % of the total area of India aim Burma, f The duty of the state 

- The flowing rathei iong quotation from the Budget speech of the late Mr- 0- K. UokhaJe may be 
taken to voice the xntliaii sentiment on this subject. 

• L coaxes* 1 hii't always lelt a sen.-e oi deep humiliation at the /bought of this revenue derived as it h 
from tlie degradation and moral ruin oi the people of China. And i .rejoice that there are indications of a 
i.jiiie coming when inj s *am snail no longer rest on us. The only practical question is how to put an end to 
mis morally imleienc me tiaUe with the least derangement in our ttnances. it lias been suggested in some 
quarters tmit the ,f K ? 1Uur make a grant to India to compensate her for the loss of this .Revenue 

. .j,n will be entailed ; 1 -y met ion or this traltic. Now apart from the fact that there is not the sligh- 

ina iice oi England iimMi,-, sucha grant l think the proposal i> in itself an unfair one and ought 
strong!3' deprecated- No doubt there are important questions like the Army Expenditure in which 
Mas to ne^ra &tu>m hijusu,, , ult , f mnds ^ of Ku gland. The cost of Civil Administration ought 
, > ,ibstantiiaJ!> f r ” e J ubBti ,tution ut the Indian ior the European Agency in the public Ser- 

to hesUUbi if (Hlly justice wca dune to us in these matters we could let tlie whole opium revenue go 
vlc p‘ . jval tnc loss- Jmt wieau question have to he fought on tlieir own merits and ought not to be mixed 
and y;et uo l ; _ iulll question. *0 lar as the opium revenue is concerned, whatever may the measure 
up wth tnw ^ ln wremg the drug up on china the linancial gain from the traffic lias been 

England s „..,i we must theretore b* prepared to give 1 . — 


Prepared to give up thb unholy gain without any compensation 

: ....1,^/1 IMItt ir.it tiv lio. 



«‘in‘7ull l» tne — - though 

agricultural figures show the forest area in the different provinces in 1916-16. 

The Proving Total Total 

Forest 


{jiuuui I'rovinVcs. :: 

RunJdh 

jiurma.. . 

Rehar .■ . 

Central Provinces and Berar 

North Western Provinces . * 
A j mere 

Haluchistan .. 

Andaman *■ * - 

Madras 

Bombay 


Total 


Area. 

78.873 

100,725 

96,650 

205,048 

83.122 

48,915 

99,948 

1,582 

13,184. 

,767 
45,228 
8.143 
142,261 
23,0313 


Area. 
10.012 
7,493 
7,796 
142,322 
2,789 
22,368 
10,667/ 
520 
236 
142 
785 
3,107 
19.683 
12,481 


1,099,481 249,000 
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to conserve Forests was not recognised till after the time of Lord Lalhousie who 
chalked out a. comprehensive scheme of forest conservatiby and sylviculture. \ 
regular Forest service, staffed by men trained in Germany or France, was organised 
ijj 1869 and a local training.school —the Imperial Forests School of Delira Dun—was 
started which was raised to the status of a College in 1908. Local Forests schools 
are also being multiplied. The object of the Present Forest policy is to preserve 
the forests from the wanton destruction which would otherwise have occurred 
inevitably under the pressure of a growing population, trade, and expanding; build 
ing as also in view of the influence the forests are known to exercise oti the mo¬ 
vement of the rain-bearing currents* Talley are under three heads The Pe serve 

Forests, the Protected Forests and the Unclassified Forests ft, <• 

. . . • ,n phe first the regu¬ 

lations are very muiute-as to the use of forest area bv the neioi.h , • 

J 'gnoouDng population 

t he grazing of cattle, or the removal of produce. Their effect has been wrl) • 

up in the saying that in the Reserved Forest everything which i g , , t 

*; " -Jvii specihcallv 

permitted is an offence. This naturally causes considerable hai^dshin +1 

* 1 * ’be popula 

tion which have for so many generations been dependent for the food of their ttl 

and even of themselves upon Forest produce.| In the Protected Fo ( r 

greater latitude is allowed. Nothing is an offence against the Forest l.w 

. * ... ia ws which 

has not been specifically prohibited. These are areas in which Government s 

to be experimenting, deliberating as to whether they shall be classed as J> e 

Forests or not. The last group of forests is almost an unknown quantitv ** 

*. *0111 the 

stand point of their utility and the consequent necessity to preserve them * 
stricter regulations. Exploration or investigation is being continuallv lK ^ 1 * 

• ,,, v.. ct 11 Un 

and as the result of this investigation the Unclassed area mav be suii-l l 
Reserve or Protected Forests. 


<8L 


FOREST FINANCE. 


Under the present system Forest lit venues are derived from the royalties on 
or the sale proceeds of the timber or other forest produce, and by ythe issue a 
specified rates of fees to graze cattle, or to extract for sale timber, charco' 1 
firewood, bamboos, canes, and other forest produce. The following Lhu i ^ 
the growth o( the Forest Revenue J * " l sWa 

.i ; 

(a) The effect of forests on rniniaU is probably small. ^ ’ 1 a » Ul their 

(b) The denudation of soil owing to the destruction of fotostd 

looked upon as an established iu< t. » 60 lar as India la coiu-m. , . 

(c) As regard the effect oi forests on rainiall and the undor^., . be 

justify any change in Uie principles on which the Forest Policy Water suhijlv nm-«. 

(C P . The work ..i the Forest Department in India m 9) ° l Uie ^ovenmient K 

*j During the administration oi t Lord lteay in Bombay whon ° Uijed 

there was a violent agitation atuViig tile people eouoernea. the i*sl£tf***«* '««»«( was tutrr.,4, , 

1 The Keveue and Expenditure Utuu-es before 19U include ti ppr ? 5! ' lon is 4$t even lu ,vv cxUnet 
Keddali or Elephant catching Department in Uurmn It wa» {S&£ 1 !” , 1 ."W* fcrjn, and t h i „ ' 

Department has since been ablolishod. ' ° Ul H los biK ^thu 

The Indian Industrial Commission of 1918 romarks a mom- of is. . 

above figures will have shown the natural forest state is of vast extent and vah« 55 * . Rav °nuo. .. fl . 
put per square mile proves that its actual yield was hitherto lagged behind m posibiiiii« rutin T « tho out 
areas greatly in defect of what the. natural increment must be. The chief T eeus of tho i’ a,,u 15 in most 
are undoubtedly tie development o» Transport facilities, the exploitation u forests "n -f est Apartment 
linos, and the extension of research and experimental work which should when accessary h e3m increiai 
on a larger scale and under comrrlercial conditions. 1 De carried out 






Year. 


1865-6 

1871- 2 

1872- 3 
,1881-2 
1891 2 

1901- 2 

1902- 3 

1903- 4 

1904- 5 

1905- 6 

1906- 7 

1907- 8 
T908-9 

1909- 10 

1910- 1 

1911- 2 

1912- 3 

1913- 1 
1911-5 

1915- 6 

1916- 7 

1917- 8 

1918- 9 

1919- 20 


Gross. 

Revenue. 

367,183 

501,920 

874,435 
1,490,058 
1,151,35 ■ 
1,298,103 
1,481,116 
1,601,997 
1,779,566 
1,768,911 
1,732,610 
1,700,894 
1,735,386 
1,735,386 
1,829,557 
1,852,179 
2,153,509 
2,229,872 
1,980,652 
2,074,425 
2,470,795 
2,731,284 
2,904,200 
3,352,800 


Expenditure. 

213,779 
354,616 
557,645 
* 843,926 

705,581 

813,618 
869,138 
954,818 
948,866 
980,340 
994,158 
1,006,897 
1,032,26t 
1,142,202 
1,142,202 
1,152,585 
1,174,488 
1,217,808 
1,242,867 
1,251,765 
1,411,042 
1,742,700 
2,051,500 


Nett 

Revenue 

153,904 
147,308 
• 316,690 
656,132 
451,774 

667,498 

732,859 

824,758 

820,045 

752,270 

706,736 

728,689 

796,29" 

809,977 

809,977 

1,000,424 

1,055,384 

762,844 

831,558 

1,219,030 

1,320,242 

1,161,500 

1,301,300 


Tliese figures do not include that portion of the forest produce which is given 
, tv or at specially low rates, and which was valued in 1915-16 at Rs. 85 
lacs The net revenue would be very much different if this surplus were added 
The figures, of Expenditure include conservancy charges as well as the general 
charges of direction and supervision. . The expenses of the Forest college at 
Behra Dun and the Ranger school are also included. They amount (o about 
three lacs. 


LXVlli—CRITIQUE OF THE INDIAN FOREST DEPARTMENT. 

As would be evident from the note appended tiic defect of the Forest 
• department ifitb&iifc has not yet learnt to look upon the estate it administers 


♦ In 10 IS* 19 the amount or forest produce removed by right holders and free granges was 
•Timber 5,00£Tqoo Cubic ft- 

Firewood HO.OOOttho 
Baiabooo worth Ha. 92,000 

Grass and . > jus. 98,oo,uuo 

Fodder | 
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• ♦ if 

with any eye to its industrial possibilities.* The old view of Forests as 
inducing rain-fall is not scientifically proved to be erroneous; but to neglect alto¬ 
gether the immense hidden forest wealth or to suffer it to be wasted cannot be in 
the best interests of the country. The table in the margin gives the value of ' he 

Indian forest produce as valued at the 
port of shipment'.' Owing to the demand 
for Forest produce caused by the war the 
Indian Munitions Board helped to 
encourage the erection of improved factories for the better utilisation of the Forest 


Year 

1012- 13 

1013- 14 

1914- 15 

1915- 10 
1016-17 


Rs. 

4,09,80,613 

4,54,25,118 

4,17,49,407 

4,79,30,443 

2,99,84,737 


Articles 

Caoutchouc .. 
Lac Button .. 

„ Shell 
Others 

Cutch Gambler 
Myrabolams .. 
Cardamoms . . 
Sandal Kbony &c 
Teak 

Other timber . . 
Total .. 


Value. 

Quantity 


1,20,67,226 

2,354 tons. 

5,75,805 

638 


1,54,73,830 

17,933 


11,20,171 

2,295 

|» 

24,19,989 

7,276 

yl 

70,52,353 

09,033 

99 

7,43,953 

215 

9 » 

15,58,120 

32,403 

9| 

60,50.864 

2,56422 

3,022 



4,79,30,443 


produce, Bpt even so we are far from the position when We can say India's 
potential forest wealth is explored to the utmost. The total value of the fore't 

produce exported was made uTin 
1915-16 as shewu in the margin \ll 
competent authorities agree, however, 
that this by no means represents our 
total capacity. There lias not yet 
been any reliable estimate of what the 
Indian Forests can produce if WOrk ^ 

ed to the best advantage without in any way exhausting the wealth -j- p )L ^ 
experience of the few efforts made in developing Forests Industries points unmi •( \ 
ably to immense possibilities which it wo^ld be rash to endeavour to 
on the present most insufficient data. Thus the Pino Resin industry starti ^ 
very small beginning in the Punjab and the United ProvTncTfe hnrl ^ 10111 

^ i > o rown V.. r 

31st March 1919 so as to give a total resin collection of 125)633 m iu l 
operations extending over 97,525 acres of forest, with 4000 operatives ** ^ 
total capital investment of <Ra 11,22,571 the year's not trading ™ r!' 0 *’ °“ * 

to Rs. 7,75,57u out of a gross revenue of 11s. 15,72,414+ • ... amo, mted 

r . . + such success¬ 

ful experiments we might point out those which are undeveloped Tims lndi 

consumes annually someting like <5,000 to 80,000 tons of paper, of VvHch"^ 

Indian Mills supply about a third, or during the war, about 30 000 1 01 1 

import on an average Rs. 1,32,00,0(X) worth of paper and oasto bo ^ * 

during the war has been in excess of Rs. 2 crores. \y 0 i ni , K)r ^ ,° aiC ’ 

13,250 tons of paper pulp. There is no doubt but' that if the " ' U ^ ori a ^out 
Bamboo and elephant grass available in Liulia were f u ]| l ‘ n<)| n\ous supplies 
produce more than the 50.000 tons, she now imports 1il |l btilised, India would 
of rupees within the country. Another Forest i„ r i,,1. *' * cei 'P -the 2 crores 

—--3^64^ 

^ r —.~ 

, it Tsu'i. , i-^wuonient #,»■ la ttoK 

• J ^for’April? S »' 

yields at maturity at most Ks. so gro«6 roveniiV ti ,"?, L , tl ' e ‘a-t that, wh,. 

aive of compound interest at of % p. a , uo ' t e 8l03S valu ® of rcslu comes to r *' ', . L ; fine tree 

* l 38, ivxv\q- 
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is that of matches * India imported in 1917-18 over 18 million gross o { 
boxes valued at about 8i million pounds or more than eight times the pre-wa r 
import- and it is not impossible to believe that further extensions are possible, not 
to mention the manufacture of rubber in India in all the thousands and one 
ways in which it is made useful. 


In tnis summary we necessarily leave out the larger industries dependent on 

v«Trvrlrincr of forests. Wood distillation and extraction of oil from Sandal 
the proper working 

wood which has now been made a success and almost a monopoly by the Native 
State of Mysore, are examples in point even if we leave out still larger industries like 
Cabiiiet-making, ship building &c. As estimated elsewhere, the full develop¬ 
ment of the Forest produce of India would involve a capital outlay of Rs. 50 crores 
but the results are bound to repay this outlay serveral times over especially if 
this exploitation is made by Government or local governing bodies adjoining, j 
After the years of initial construction the revenue '.rom Forests would in all pro. 
bability not fail below Its. 5 crores, or allowing for the interest on capital, Rs. 3 
crores net. J 


. * In ID 18-10 out or tiie total imports oL over 18 millions gross of matches Japan alone supplied over 
10 millions. By a careful manipulation of the trade by a skilful combine of their manufacturers and shippers 
the Japanese have practically captured the whole of the Indian match trade at the cost of Sweden and 
Austria. 

t The following are instructive tables as to the capacity and possibilities of our Forest Industries, com 
piled from the Statement of Forest Conditions in British India. 



Utilisation of Forest 


Rs. 

Forest Industries. 

Rs. 


Produce 

cub. ft. 

1918-19 

Industry: 

Value. 

I 

Railway bteepers .. 

8 , 000,000 

60,00,000 

Railway Steepcrs. 

3,00,00,000 

2 

Timber . 

79,000,000 

7,80,00,000 

Saw Mills (155) .. 

7,80,00,000 

8 

Firewood 

173,000,000 

52,50,000 

Venner A T chests 

600,000 

4 

Bamboo (Ko.) ’* 

150,000,000 

15,00,000 

Furniture (35) 

.... 

5 

13ae (Tons.) 

20,000 

1,80,00,000 

Bobbin factory 

12 , 00,000 

6 

Myraboia ms ( Tons) 

52,000 

15.19,000 

Match Factory ( 6 ) 

6,30,000 

7 

Catch (Tons.) 

20,000 

6 , 00,000 

lire wood Ac. 

52,50,000 

8 

Sandalwood (Tons.) 

550 

0,60,000 

Resin AC. 

6,75,00 

0 

Grass A fodder 


75,00,000 


—- 1 - 

10 

Resin 

2,000 

7*86,000 


11,63,55,000 

11 

Turpentine (gls.) .. 

160,000 

3,50,000 




Total .. 12,01,65,000 „ 

Tiie Possibility of extention are at least 50 times as great as the present position Indicates. 

. ; In regard to the agency best calculated to develop the Forest resources, the Government of India liav© 
•aid down in their .Resolution reviewing the tjiiimiuennial Forest Administration (1909-10 to 1918-14.):— 

In forest administration the object in view is two-fold; first to conserve and improve the forests.. . 

. secondly to ; ',*urc to the tax-payer the greatest immediate benefit from their commercial working, 
o o »ttm* best commercial result departmental or private agency should be employed as circumstances 
fiitcinm i *’\ nd | ,ruvi always the Government receives a lair share of the profits earned, private agency 
, e freely employed But when this is done the term of the contract should on the ono hand be 

bu mi', 1 ,1H ' '° t ? uahl « Ulc initial outlay to be recovered, while on the other hand provision should ahvays 

mane lor a revisit" •* . A ... _i.. nmummAnt nmv not nn nenrlvAri nf 



community at hr«^ ' r iV. . 801 me i rovernmem » W ltuu ‘ "KH 11 7 , 10 

A. 1 owing to geogranhic reasons, forest-industries will be most economically 

ii cuucenied! * ° U 1 moito l , 0 $^Jba#is, which needs but to be mentioned to be rejected 6 s fur as private agency 
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CHAPTER VII. 
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IRRIGATION AND RAILWAYS. 


LXIX. Public Works Department of the Government of India. 

The two branches of revenue mentioned as the heading of this chapter ] m 
ever since the transfer of the Government of India to the British Crown been ^ 
spending departments. Recently however, they have become revenue-viehfin! 
departments. Until within‘the last twenty years the Railways were a p . ^ 
concern,, taken all in all, while until after the famines of 1897 and 1899 the 

tion of the Government of India was not claimed in equal proportion bv T,. • .’ 

Works along with the Railways. Apart from the effects of the activiti > s 
the Public Works department upon trade and industry, and indirectly 
wealth of the people, their finance alone has given rise to considerable , UK j ^ 
controversies as to the exact limits of the sphere of state action, the wisdom of * * 
ing such charges out oi ordinary revenue or out of borrowed funds y U ^ 
the financial survey of these works attempted in this chapter we 
glance briefly at the important considerations involved in si 
Public Works Policy as a whole—and that too only in so far as .i d P ln " the 
the financial side of the enterprise. ' ^dueuc® 

The importance of Irriga^on works in India has perhaps not beer f 

ciated by her English rulers, who, in their own island home, with few s i, a jj U ' a PP re * 

and perennially damp weather, could not have any proper appreciation 

value of artificial water supply to agriculture. In this country, howWcr °i. * 

tracts of land—like the desert of Sind and Rajputana or the districts of S l 

Punjab—are practically rainless and offer no facilities to agriculture m ^ ° St 

artificially. Others again there are, which, like the uplands of the i\ ^ a teied 

cultivation precarious to a degree owing to the irregularity of the. • (CCaU ’ Ilia ^ e 

consequent exposure, of crops for long intervals to •> hla,; l ' a mfall and the 

** sui\ o 

moreover, like rice and sugar cane, require a sufficiency f ° 01ue crops, 

. . . *\) oi wp*— 1 * ■ 


had, except in the most, favoured regions, but by meins [ ^ cau »ot be 

cultivation due to an increasing pressure of population 1 ■' Intensiv C 

grown every year on the same bit of laudy-but i„ ma * to doubk ‘ crops being 
the autumn harvest can be raised without the aid of arthiT, ^ Kh ¥ f or 
winter crop would be impossible if it depended on rain watorT**- ^ or 


Owing to such conditions irrigation works have in this 


or ltiJ growth. 


the best attention of the rulers, Ev 


. r en 


now some of the most impotCnt" cl “" ued 
Northern India and Reservoirs in the Sent-h are nothing mote than the restored 
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orks of the earlier rulers kept in repair; and even when the rulers could not or would 
not undertake vast projects of perpetual benefits, the cultivator could himself 
construct a little well just enough to water his own little bit of land. In the 
folk-lore and imagery of our country there is no figure so familiar as the primitive 
well. Wells and tanks are the earliest of our irrigation works. The simple 
inundation canals of Sind and the Punjab are probably next in order of time. The 
truly British contribution to the Irrigation system of India consists in the large 
works, constructed for the purpose of utilising the surplus waters of large rivers, 
though even in this direction the Mogul forerunners of the British have left 
imperishable monumefits of their desire to consider and provide for the welfare 
of the people ruled. 

LXX. HISTORY OF IRRIGATION UNDER BRITISH RULE IN INDIA. 

In the early days of the British Rule in India they necessarily had to work 
upon the inheritance that the British Government had received from the former 
rulers. Thus the Great Barage or Grand Anicut—had been built across the width 
of the Cauvery in the Madras Presidency long before the advent of the British. 
The genius of Sir A. Cotton perceived the value ol this relic of indigenuous rule 
and his tenacity helped to complete its utility by the construction of an Upper 
Annicut across the Coleroon, thus giving the full level required for the utilisation 
0 < -" ranf J Annicut across the Cauvery. The irrigation works in the Deltas of 
the Krishna and the Godavari were constructed by the same engineer * at a 
cost of 3 (lores of rupees to irrigate 2 millions acres of land. In the northern 

tructcdtl ^ l0 ' V * n ^ m °dels left by the Moghul rulers, Sir Probin Cautley cons- 

b l eut Ganges canal, which takes off from.the river at Hardwar, and which 
m magnitude and hr 11 

work in Indr * ° ( ^ cs ’ gn ^ as n °f been surpassed by any other irrigation 

peculiar adv < " Th® river system of Northern Indian plains afforded 

C'unal of the 1! ' cons f ruc tion of bold, vast, canals, which like the Cheuab 
of acres oft ^ le ’' several hundreds of miles of channel, irrigate millions 

richest of t,h r( '^ u “ 1) * ,l g large tracts of waste lands and making them among the 
Tunjab and^th 11 tnatt ^ areaS0 ^ nC ^ a ’ ^° m P arec * t0 tbe magnificient works of the 
Whitney j ^ la ' ( ' < l Provinces, .the Bombay works like tbe Lake Fife or lake 

Periyar w) i } lils * gn ^ canc ®- Put the Madras triumph in the reservoir at 
r ' ver j l; (0,1 ducted on the outer slopes of the ghats, carries the water of the 
back on 3 * UnDf ‘* through the intervening hill, thus turning the river 

f . . <nWi w airshed to fructify large iracts-may easily rank among the 
* <C UT!gatlfJJ1 wonders of India. 

early, finance of irrigation works. 

East * ,,f ^ a ( ompany had hardly a sett led policy to speak of in the finance 


of irrigation as in 


arjy other direction, though, after the conquest of the Punjab* 



poor * 0 
State 
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tlm great work of the Baree Doa!> canal was undertaken at the instance of Sir 
John Lawrence and Lord Dalhousie.* Whenever the revenue permitted it a great 
personality like Sir J. Lawrence or Sir A. Cotton could manage to squeeze out 
some portion and devote it to irrigation. But the absence of a settled policr 
allowed these works to be undertaken spasmodically, with little good result com” 
parable to what might be expected. The diligent searcli for directions in which 
retrenchment could be made after the Mutiny prevented closer attention beiim 
given to Irrigation works in the early years of the direct rule of the, British 
Crown. The whole cost of construction and maintenance was charged to th 
revenue; and even when the distinction between Ordinary and Extraordi 
Public works had been introduced in the sixties,| the proper distinction b t 
capital cost and maintenance charges was not always understood or observed ^-7 
the superior claims of the Railways, urged by a powerful interest with the \ 
rights of guarantee, were beginning to monopolise the attention of the 1 y 
Government, so that in spite of Sir Arthur Cotton’s suggestions that Wat 
would be cheaper and more suitable to Indian conditions,t all i*rig a ti' 
navigation works received but perfunctory attention. The losses suffered ^ 
Orissa Water Works Company, the question of sovereign rights in eha^in ' . ^ 
rutes and other such problems led to an early decision in the time of Sir J 7 ^ ' ^ 1 

Viceroyalty that all Irrigation works should be constructed out of public f u ° 3 


Further elaboration of the Financial Policy with reference to irrigation 


was postponed during Lord Lawrence’s time. The superior demands 0 f ' 3 

for European troops prevented any substantial consideration being ^ 1V ac * s 

tion projects. The Orissa famine, and later on the Bengal Famine di^ ^ ^ ^ r ^ a - 
tion to irrigation at first; but the necessity to carry f 00t j to t j ^ ^ Uei ted atten- 

areas soon deflected it to RaMvays. The lute famines and the w-u- ‘ l | 1Ulne ' strickt ' /l 


.asUiigii wrote as early us 1815 after his Inspection of the ' ~- 

spectiou has fully convinced me of the facility ami policy [• /,“ vu ,V aJ 1 wii 
ting aside tlio consideration of Its certain effect in bringing im " V e f;V'\ tey rt ‘ Htu 


ill onl 


ysixy that 


* Lord Hastin 
my own insp 

work. Setting aside the consideration of its certain effect in bfinglYmTi.Vn 1 r^toriimthisViiVi^ 
country now deserted and thereby augment^ Importantly the lauded re m V? fi Uo V. tracts of the 

the dues to be collected from the distribution m water from it would ,V / hw * Il .°^ 0rrtbl « eu„ n) .^. 

(Minute Sept. 21,1815 ( 
can scarcely 


- - uuou oi water irom it would ,n.7i.7 v JiowiruDle 

cpt. 21, 1815 quoted liutt op. ell. p. lOtDThls however ViT 1 lucr:l '‘H' return * 

Project and can scarcely b& called a general pronouncement oi policy. '' C al refererivt to a y | VQn 


t The following Is an analysis of the Public works Grant In 1S62-S. 
1 Work of public Improvement 


o Railway Supervision and cost of laud. 
~ liltva - 


3 Loss by Railway Exchange 

4 Civil Buildings .. 

5 llilitarv Works ordinary .. 

ii „ ,. „ Extraordinary .. 

7 Income (1 %) Tax appropriation .. 


Total 


2,330,000 
•' £. 
132,500 
366,330 

370,000 
650,000 
50,000 
380,000 


1 , 528,800 

,7 Whouft^m,f °#? n 

U) Calcutta to Karachi up the Ganges and down the Imlfn'T^w 1 4 ’hauVlhuVni' v rnlu the eountrv 
and down the Tapti t3) bp the Toongbhadrft and Coimbatore “• t<J toca na< 

i Uk ttodavary 


X Boiore a 
deponed that the 
country 1 did not carry 
and did not provide 
(1) Calcutta' to 
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save no more surplus whether from regular revenues or borrowed funds to be de- 

voted tr irrigation. The marginal table shows the total 
Year. ^ £. amount spent on irrigation works between 187080. 

"W,|38 ; \jr a i ns t the £ 125 * Million spent on railways, irrigation 


1870 

1871 

1872 
1878 
1874 

.41875 

^1870 

1877 ' 

1878 

1879 

1880 




" 1 xgg’ol^ barely got about 10% or less. The famine commission 
1 * 105*445 of 1880 did, indeed, report the Irrigation works to have 
8 oo,o 84 been of “‘a great advantage to the state, regarded 

71 ) 4,054 

598,837 merely from the direct financial return on the money 


Total 


11,851,193 invested, in increasing the wealth of the country in 

- DuU ‘ 1 ' J0 “* ordinary years and in preventing or mitigating famine 

in years of drought. But the continued fall in the value of the rupee made the 

Government of India nnwiling to undertake any borrowing in England in order 

to avoid piling up sterling indebtedness and the construction of large works out 

of current revenues was not to be thought of. The Russian« scare and the^ 

increase in the Army, the frontier troubles and the loss of Customs revenue, 

the famines of 1897 and 1899 and the newscourg? of plague strained almost to 

snapping point the resources of the Governmen* of India. Before the next great 

Indian Irrigation Commission reported in 1903, the position was: that out of 226 

million acres annually under crop in the irrigated areas and provinces of British 

India, 44 million acres or about 20% were ordinarily irrigated. Of these 184 

million acres or 42 percent: was watered by public irrigation works (canals and 

tanks); while the remaining 25J million acres or 58 per cent from privat works. 

Of these more than half was irrigated by wells. From 1875 to 1900 the area 

irn 0 ated fiom state works had increased from 10! million To 184 million acres 

aau that from private works bv 3 million acres.f The financial results are shown 
in this table. 


t lass of Works. 


Major works 

Minor works \ V ifi *’ , ’ 

w - th cap. .a c 

Other minor works 

■/ Total 


Capital out 
lay to end 
of 1900-1 
Rs.' 

36,62,72,000 

3,20,04,000. 


Net Revenue Net revenue 
in lakhs. less interest. 

Rs. Rs. 

2,59,70,000 1 .13, 15,0003% 
1.9,18,000 6,38,000 2% 

87,87,000 87,87,000 


39,83,76,000 3,66.75,000 2,07,40,000 

T1 f! 

any t . re P^ted that the field for the construction of new works of 

, ia ^ ni U( c 0 w ^ich the net revenue would leave-a surplus after paying interest 
^ ^ 1 Uas r(, ‘ strJc1 - r l to tli- Punjab, Bind and parts of Madras These works 
r6CQmm eiided, should be constructed as fast as possible, not merely as they 

seen*belowu must^^ e /' n Railways no doubt continued during this period us before; hut ns will bv 
tp consider the Tin*, ihsi i n H 0,K!f ' twt for the llrst. lime during (Ills period the Government of India began 
Oobt oi Indj a nn/i 01 r i mili 8 the wind in India lor their public work* activity. Seo section on the 
Tlii ii-' nlmi I , Htatemciit of Mir K. Barim- in 1SS2. 

in the whole nf a ° ,,ot delude the urea under irrigation in the Native states. The total area irrigate l 

Million welh 10 iin Uas . Cr 1 imated bv the Commission at 53 million acrefi. i9 million from Canals* 19 
li > from 'fauto and the rest- from ml^eUaneou* sources. 
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.vould be profitable investments but also because they would increase the food 
supply of the country.* As regards works designed as a protection against 
famine the commission worked out comprehensive proposals for a general policy, bv 
taking first the case of a single district frequently experiencing famine; calculated 
the cost of famine relief in such a district and also the cost of possible irrigation 
works for it; and then made their recommendations on a comparison of the two 
Thus taking the single district of Sholapur, which is the most famine suceptible in 
the whole of India., the Commission calculated the average annual cost of famine 
relief in it at 6 Lakhs of rupees. Making allowance for the fact that it is more 
advantageous to prevent famine than to tdieve distress when it has ocurred; they 
estimated that on such a basis the State would be justified in protecting such a 
district at the cost of Rs. 221 per acre. For the general protection of the Bombay 
Deccan they recommended the construction of canals Irorn storage" works on tb e 
ghats where the rainfall has never beeg known to fail yyen in the driest years 
It would impose a permanent annual burden of 74 lacs on the state through the 
'excess of interest charges on the capital cost over the net Revenue prt&hce from 
these works. On the other hand, if the suggested works were a U constructed 
there would be a considerable reduction in the cost of famine relief i„ f utUre yeaj8 
of famine, estimated by the commission at Rs. 31 lakhs. « lias would leave a net 
difierence against the state of Rs. 14 lakhs a year—an amount which jfi av Wel) ^ 
considered as no more than the proper price paid for the protection a o a inst faxmn 
a nd other incidental advantages resulting front this prograinme. 

Besides recommending the restoration or reconstructum', 0 f sundrv 
works, the Commission further sketched a rough prog tfljnmej* ol new 

* The test- <n a productive 

should meet all tho working expenso 

The following table shows the present 
none of the Hallway companies could huv 

nor shown the position afer meeting all i..«***. *—. —- . , —- „.» . wosrk 

works, it may be noted, including extension or improvements, is met out of caDiHl't’ V* 01 tln^o 
project. i Hinds InotiA.i 

Name. Capital outlay. 

tJodavery system. l»50.UQ r (joo 

Krishna ,». *'1*03,00,000 

Perlyar \». l'0?,oo,00u 

Ganges Camu .. . 3,87,00,000 

Lower Ganges Canal . 4,17,ou ,000 

Agra Canal % •• 1*23,004000 

Western Jumna Canal. 1.77.00,000 

Upper Bari Canal .. .•' • • 2.18,00,000 

Lower Chennab .. 3,24,00.000 

Lower Jhelunj .. 1.50,00,000 

, The loltowtag areamong the chief wwto suggested h, the 
(« 1 riie Punjab tittle project the tpp.-f .nicluin. tlie Upper l.'henah Jlui. 


olliet 

_____ x ___ major wnrUo 

wt.Tk requires that within ten years of ^ 

0 : as well as tho Interest charge from the date of 

ible shows the present positton ( 10 16-1 j) oi the Major Prodiutix * n l t,a b on inclusive 

1 ,|M , 1 ’ iV\ti lo , Wn l °r a-produotiv *i rr *? at *°u 
witlon afer meeting all charges show - TIk U?.i rr1 ^^ wo<rk 


-t 


osrk 

iunds luanetTto the 
ic C. 

2 1.1 
17.4 
vv3.0 

VI.2 

6 .7 
0.5 

10.2 
17.4. 

43.6 

23.6 
11.0 


a UHte & ^S. ana «* W Bari Do!lb at 

oil VMlS 1 tataX^T-KwhCoinwiseioft in aid of the 1> • 
was t beeu sanctioned. , the 1 “«»»> triple p rojcct _ 

(5) si, id Irrigatin' by Sukkiic .Barrage and Canalisation of tlm in,i 
of Stale, but still under investigation?— estimated coat of 7| cron* of^? S '~ not approved hx, r, 

(0) Nira canal in the Bombay Deccan estimated to cost ° n-. r lu Pc»*s. < Secret an,* 

Potactive work in 1912 and will not be completed till 1913. ~ tu J. und 57 lakhs w 1 - 
cently sanctioned as Protective measure h estimate. to cost 1U iPrc* canal in S:luct ioned as a 
In Madras, United Brovlnces and Central Provinces Similar Same region re* 
which are at Various stages of development: * J HgesUona w 0 re nude hv 

The works of this class still under construction are (1916-17) Ul ° c pouuisaioii 


1. Upper Chenab Canal Estimated cost 

2. Upper Jhelum Canal ., „ 

3. Lower Bari Doab Caual „ ,, 

4 . Upper Surat Carol „ 

5. Malufoa^fy Caual „ „ 


Rs. 

^5 lukhB 
461 
22U 
206 
0O \. 


Total 


1,241 
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be constructed in the different parts of India at. a total cost of 44 
rupees. When completed, they estimated, these works to result in an 
6.1 million acres to the irrigated area. 


crores o1 
addition of 


The net effect of the Commision’s recommendations was to pio\ide the 
Government of India with a uniform policy, in place of the .spasmodic dlotts \sliic h 
.1,...^.! their previous ..lUavoup in th» Md. With very ter, except,„„ s 
the recommendations of the lrrie.tion Commission were accepted In their entirety, 

an ,l in some cases the Government'programme has been in excess of the 
Commission’s recommendations. But for the untimely outbreak of the War, and 
the- consequent strain bn the finances of India, several projects—which had in the 


last century been pooh-poohed as impracticable—would have been put into exe¬ 
cution. It is to be hoped, therefore, that the return to normal conditions would be 
a resumption of the Irrigation programme more vigorously than in 
the last fi ,-e years. But while emphasising the need for a vigorous irrigation 
policy, we must not in any way ignore the necessary limitations which the nature 
of the case imposes upon large new works. (1) A great portion, probably more 
than one-third of the total area irrigated, is watered by wells constructed by each 
Cultivator himself. &o long as the average size of an Indian Agricultural holding 
lenuins below 8 acres, the well will continue to have an advantage over the canal 
waier, not only because of the superior fertilising power of well water, but also 
because of the relatively greater cost of the canal water. The financing of wells 
hardly enters at all into the accounts of the Government of India, except through 
Ihe iukavi loans—or, if a Land Bank were started, through the loans made by an 
ultuml Land Bank established under the Guarantee of the State.* Them 
(_) -‘gain, though we in India have not yet paid sufficient attention to the 
possibilities of Inland Navigation, it is not impossible to believe that the greater 
costliness of rail wav carriage and railway construction may lead to the more 
extensive developments of canalisation of our important rivers for purposes of 
navigation. We, are already finding a congestion on the Indian Railways which 
en.mical, , the movement of goods or the more bulky produce like rice or seeds 
or coal, it is quite possible to believe that the railroad may eventually have 
to be euppk mooted by the river carriage. But if the rivers of India are to admit 
of canals constructed for the navigation purposes it is not absolute.)- unlikely 
that the irrigation canal proper may suffer. Twenty years ago the opinion, 
seemed to Ipe unanimous among the experts that India cannot afford to 
construct navigation canuals in view of the requirements of Irrigation- 
At the piesent time the problem of internal navigation is under serious considera¬ 
tion by the Government. If the project of linking up the main rivers of India for 
nav iguiion i.> accomplished we would have to reconsider our. whole policy of canalisa¬ 
tion foi in iguiion alone. (3) .Supposing, finally, that we have completed all possible 
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irrigation works on a large scale; and assuming that tile amount and the value of 
crops have been much increased, — and that a reliable Insurance against famine 
guaranteed ; we must in normal years yet provide for the lemovil of the surplus 

foodstuffs. Railways or navigation canals there must he, whatever may be the 

vigour with which irrigation works are prosecuted. And, 1 10111 a purely financial 
standpoint, it is also clear that if all classes of productive public works are to be 
constructed out of borrowed capital, the amount available for irrigation must 
necessarily be the remainder after the other works have been provided , for or a t 
least in proportion. This would also bo an effective limitation on the' most 
enthusiastic or ambitious irrigation minister. 


<SL 


4 

The foregoing remarks must not be taken to imply any doubt of the value 
of irrigation works in India, nor any approval of the relative indifference with which 
these works were' treated by the Government of India all through the nineteenth 
century. It is a moot question discussed a little more fully beloiv whether* consider¬ 
ing the poverty of India, the Government of India were well-advised to construct 
Railways at the rate and in the way they did, while Irrigation or navigation works 
were neglected. But the present question of Irrigation Finance must be taken to 
be indissolubly involved in the agrarian problem as a whole. According , w the sbe 
of the average holding is large or small would the requirement of Irrigation he 
different and so also the financing. 


n 


1 XXI. THE IRRIGATION REVENUE. 


L) Vi 


The ir 
iu the 


Che irrigation revenue of the Government of India is dhtived almost wholly 
1 u uuo form, either ot enhanced Land Revenue, or owners or occupier's rates. They 
necessarily vary very much Recording to the crop irrigated, the quantity of wafv 
required, and the time at which it is required, the quality of the soil, the intensit 
and constancy of the demand and the value of irrigation in i 


jr 

n tensity 
11 creusing the outturn. 


(l-IiU Gvuavwuvj v uHl GUI blU.il. 

Thus near Poona, .for lands raising sugar-cane, as much as Us.' 50 pe^ .acre is paid; 
but this is exceptional; is confine id a very limit 11 possible 

. • __1 ; l . 1 rv 


uut l . I 

because the cultivator can raise a crop which pays as much as Rupees 800 per acre 
In other parts of the Moola canal the rate v aries from Rs. 40 per acre to Rs. 12 
and in the rest of JJre Bombay Deccan Rs. 25 te,Rs. 10. per acre. In Madras the 
maximum rate for sugar cane is B s ’ 0> ai "- 111 l| i< 1 unjab Rs. 8/8 on 'rice. Madia • 

charges between Rs. 5 to ^ l Ml <ul( ' ^ produces Irrigation i 

o tied to rice almost \vbplly. I 11 ' u njab, where wheat also is ,^ ov 


is 


tied to rice almost v>b.oHy- t 11 uw 1 unjab, where wheat also is , n . 
ation, the rate varies from Rs- 7 to Rs.d/i the drdinarv wl, > . 1 ° ^ 

«. , . o ,0 • . 1 ..... uj„v #.... .. .> wmat charge varvina 


\?oxn Rs. 4/4 to 3/12 and for, fodd^t. crops from Rs 3 t«» 0 v ' At) 

. • . tu “/B per aero TI,p 


average rate realised from Major Irrigation works of all kinds i« r> 1 ' ^ ie 

,b lvs - d/8 per acre. 


33 


i/ir are revised 


that w 


-'^y' 
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THE FOLLOWING TABLE SHOWS THE REVENUE 


Year. 


FROM IRRIGATION WORKS. 

Gross 

Expenditure 

Net 

•1881-82 

✓ ~ 

Revenue. 

1.479,159 

• • # # 

2,048,356 

Revenue 

—568,897 

1891-92 

2,272,040 

2,945,019 

—673,021 

1892-93 

• O • # 

. 2,418,902 

2,940,479 

—521,577 

1893-94 

• • * • 

. 2,296,409 

2,862,567 

—566,158 

1894-95) 

* * 

. 2,338,815 

2,952,780 

—613,965 

1895-9G 

• * 

. 2,299,953 

2,976,3! 

—676,358 

189G-97 

* • 

. 3,150,639 

3,251,009 

— 100,370 

1807-98 

. . 

: • • • 3,569,864 

3,144,085 

—425,779 

1898-99 

/ 

. 3.463,574 

3,193,437 

270,077 

1899-00 


. 2,399,862 

2,263,475 

136,387 

1900-01 

• • • . 

. 2,555,919 

2,320,327 

230,592 

' 1901-02 

• • 

. 2,537,573 

2,364,701 

172,872 

1902-03 

• • 

. 2,768,990 

2,575,244 

193,746 

1903-04 


. 2,911,763 

2,880,007 

231,750 

1904-05 


. 3,071,036 

2,786.353 

284,683 

1905-06 

* • • « • • 

3,006,663 

2,880,432 

126,231 

1906-07 

. . 

. 3,538,260 

2,768,705 

769,455 ‘ 

.1907-08 


. 3,480,592 

2,834,117 

646,475 

1908-09 


. 3,*558,002 

2,949,179 

6(18,823 

1909-10 

* • 

• • .. .. 3,660,156 

3;053,857 

606,299 

1910-11 

• • 

. 3,094,52! 

3,110.131 

584,387 

1911- 12 

1912- 13 

•* 

. 3,980,052 

3,174*883 

805,169 

1913-14 

» • 

4,411,217 

3,301,928 

1,109,289 

1914-15 

ii;r 

4,71.3,159 

3,531,867 

1,181,292 

• 

• • 

.. 4,680,909 • 

3,754,268 

926,641 

1915-16 

•• 

4,680,969 

3,754,268 

926,701 

1916- 17 

1917- 18 


5,165,624 

3,519,912 

1,605,712 

1918- 19 

1919- 20 


5,063,879 " 

3,784,838. 

1,279,041 

•• , •• 

. 5,316,507 

3,988,300 

1,358,207 

1920-2 J 

* Tim » 

• vy 

. 5,843,000 

4,071,100 

1,772,500 

irn . 

5,945,200* 

1 » . . 

.... 


j* tr ler years as shown in the .published accounts are so mixed up with ex* 
- ... _ v Mlc 1W vj M , t i hot seen lit to append file earlier figures. In tile above tabic the figures 

in sterling, Gonvered iiii i-. while those lor 1020-^1 are for Budget Kstiniutcs. All figures are 

new ' oij\rational rate 01 aL t,lf ,)ltl couveiitibiiftl rate oi Its. 1U cqu&l 1C 1, and thereafter at the 
v 15 equals £1. 
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Year. 


Direct 

Land 

Minot 



Receipts. 

Revenue. 

Works, 

1901-02 


1,554,576 

S13,$7 

164,59S 

1902-03 

‘ 

.31,816,268 

814,393 

138,329 

1903-04 

.. 

. 1,920,030 

837,139 

154,594 

1904-05 

, . 

. ).994,331 

893,250 

183,455 

1905-06 


. 1,869,156 

893,779 

168,728 

1906-07 


. 1,342,231 

1,006,951 

189,049 

1907-08 

, . 

. 2,208,014 

1,040,523 

232.015 

1908-09 


.' 2,247,624 

1,091,044 

219^334 

1909-10 


. 2.307,077 

t 

1,117,388 

235,691 

1910-11 


.-2,288,051 

1,178,005 

228,065 

1911-12 


. 2,381,533 

1,351,465 

247,054 

1912-13 

. . 

. 2,607,478 

1,538,245 

265,494 

1913-14 


. 2,765,916 

1,614,374 

262,81.9 

1914-15 

S 1 • • 

. 2,758,490 

1,667,864 

254,615 

1915-16 


. 2,737,991 

1,773,720 

267.368 

1916-17 

. . 

. 3,011,227 

1,827,108 

317,266 

1917-18 


. 2,990,581 

1,768,895, 

304,403 

1918-19 


. 3,132,500 

1,937,300 

332,400 

1919-20 


3,224,950 

1,959,000 

326, OCX) 

Year. 


Major works 

1 .' v\ : 

Elinor. 

;! . 


, Working. 

Interest 

Works. 



£. 

' £, 

£. 

1901-02 

• * 

. 701,920 

944,1.23 

718,658 

1902-03 


.. U .. •• 754,610 

969,105 

857,529 

1903-04 


.. .. .. 810,751 

994,235 

875,021 

1901-05 


. 875,281 

1,015,224 

895,848 

1905-06 


. 899,823 

1,041,456 

V 941,153. 


1906- 07 

1907- 08 

1908- 09 
, 1909-10 

1910 - 11 

1911 - 12 

1912 - 13 

1913 - 14 

1914- 15 

1915- 16 

1916- 1'? 

1917- 18 
191.8-19 
1919-20 


Q 




1,004,009 

1,036,589 

1,094,211 

1,109,621 

1,145,103 

1,168,440. 

1,214,443 

1,289,393 

1,374,920 

1,351,194 

1,404,487 

1,409,900 

1,418.100 


985,231 

980,912 

1,058,711 

1,115,410 

1,182,867 

1,282,513 

1,304,846 

1,409,529 

1.454.350 

1.451.350 
1,413,205 
1,515,595 
1,540,200 
1,663,700 


888,8 

849.! 

895’ 
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The tables above sbojv the details of the public Irrigations Works, 
both Major and Minor, productive and protective. In a proper appreciation of 
these figures it is necessary to bear in mind the different characteristic* of the 
different works. The Productive Works are those of a remunerative character unde 
taken i. the interests of general agricultural .fevelopmcnt of the country. Both the . 
first cost an,I any subsequent expenditure on extens.ons an, improvements 
are n.et Iron. Loan Funds. Protective Works arc those, **, al.houol, not 
directly remunerative to the extent which would justify then: meins,on the clan, 

__to, __ _ _ _ ■' vi "’ protection of the tracts 

liable to frequent famines, affording a relief in the periodical expenditure oil famine. 
The cost of these works is charged gainst the current revenues, generally met 
from the annual grant for Famine Relief and Insurance. Minor Works comprise 
those Irrigation and Navigation works, not classed as-Productive or Protective 
and agricultural works undertaken for the general improvement of the country. 
The Outlay is met from current revenues. When any works of this class cost 
more than 50,000 Rupees, both capital and revenue accounts are kept, provided 
it is estimated that, their revenue would pay the working expenses. There are 121 
such works, with a total capital outlay of Rs. 665 Lakhs, and a surplus of 401 Lakhs 
in 1916-17. We may sum up the general position of Irrigation by saying that the 
total area irrigated from Public Works of all kinds exceeded 26 millions acres 
being over 13 % of the total cropped area in British India i that it lias cost tlie 
State by way of capital outlay on these works Rs. 71 , 24 , 00,000 in round figures, 
yielding a net revenue of over 5 crores from the Major I r oductivo Works; that 
the value of crops raised in a single year has been estimated at Rs. 92 crores 

nearly or the whole capital outlay and a quarter ovci again. _ _ 

" • The foUowlog extract from ti^eport of the India ‘‘XnicM 

tui.i tlu* mm.bur <-> ui'Mi ami mtt!.* employed on this work i* \cry large the IndUui > n (jonjjniss on 

* ■ i Mw. a.., , .... i . . .. ... ... t.han 16 mi ion mrpsand t lev remarked * It may 


<8L 





} 
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The Statement shows the progress made in the development of Major Works 
(Productive and Protective) during the last 30 years 


Year. Mileage of 



Channels. 

Capital. 

Capital 

n 



Main 

Distribu¬ 

outlay 

outlay 

Net 

Area 


Canal 

tion. 

of 1 year- 

to end 

Revenue 

Irrigated. 




11 . 

of 1916-1 

7 

h " 


Miles. 

Miles. 

Lakhs. 

Lakhs. 

Lakhs ' 

u 

Thousands 




• of Rs. 

of- Its. 

of Rs. 

of Acres, 

1887-88 

5,571 

17,524 

62 

2,576 

88 

5,769 

J 888-89 

5,542 

19,996 

54 

2,629 ' 

101 

6,555 

1889-90 

5,650 

• 20,308 

36 

2,675 

109 

7,041 

1890-91 

, 6,165 

21,399 58,27,33 

2,733 

124 

7,177 

1891-92 

6,282 

22,315 

81 

2,941 

127 

7,560 

1892-93 

6,620 

22,541 

60 

3,002 

139 

7,066 

1893-94 

6,687 

23,277 

76 

3,080 

125 . 

0,953 

1.894-95 

6,746 

23,800 

65 

3,148 

129 t 

6,193 

J895-96 

6 753 

21,313 

74 

3,226 

126 

7,955 

1896-97 

6,139 

25,475 

79 

3,309 


10,173 

1897-98 

6,857 

26,018 

74 • 

3,387 


10,246 

'■1898-99 

7,186 

26,971 

79 

3,457 

222 

9,858 

1899-00 

7,168 

27,43! 

74 

3,554 

v 231 x 

10.91S 

1900-01 

7,836 

28,'. 

68 

3,652 

250 

10,922 

1901-02 

8,012 

t 25,740 

94 

3,744 

244 

11,648 

1902-03 

9,187 

26,738 

90 

' 3,951 

271 

11,832 

1903-01 

’ 9,228 

27,331 

76 

4,03 J 

284 

13,008 

1904-05 

9,440 

27,659 

120 

1.163 

293 

1,2,641 

1905-06 

. 9,456 

27,350 

166 

4,336 

282 

14,676 

1906-07 

10,430 

28.765 

183 

1,583 

351 

13,551 

1908-09 

10,665 

29,590 

203 

4,795 

327 , 

14,286 

1 1910-10 

U),843 

. 30,541 

219 

1 ' 5,030 . 

335 

14,469 

1910-11 

11,029 

32,357 

232 

• 5,271 

339 

14 250 

1911-12 

11,398 

33,165 

286 

5,568 

34.4 


1912- 13 

1913- 14 

1914- 15 

1915- 16 

1916- 17 

11,769 
1*2,272 
12,36(5 
12,574 
12,782 

32,257 

33,165 

34,1.55 

34,800 

35,635 

273 
278 
• 252 

198 

124 

5,110 

6,089 

0,338 

6,535 

6.660 

Oxt 

378 

436 

475 

460 

508 

14,163 

•5.258 

14,649, 

15,243 

10,054 

17,438 


In round figures the Productive Major works have cost 57 , 

1 fm ', ., , , ures » tiic Protective 

works 7 crows and the minor works have cost 9,5 stores i» all „v ft -n 

over 70 erorcs, The 
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/otai gross revenue is nearly 10 crores while the net revenue is nearly G.5 erore 
the percentage of net revenue to total outlay being over 7 % tha net profit to the 
state being about 3 erores. Reckoning from 1887 the total net revenue in the 30 
years have more than paid off the total capital outlay on these works. 

LXX1I FUTURE OF IRRIGATION FINANCE. 

These hand some results do not however, suggest, 
that we have come to the end of our programme of 


<Sl 


Provinces. 

.Madras 

Bombay Sind 

Bengal 
Biliar . r 
Punjab • • 

United Provinces 
Punjab • • 

Central Provinces 
Baluchistan . . 


Crores 
. 15.71 


!) '.40 Irri/ation works. 'Faking only the Projects now unde r 
•... 

Investigation the estimated additional outlays is over 


7r?r 


. 15 
8.75 
0.61 
1.73 


•VI 


erores of rupees for wells and minor work and 45 
crores for mechanical appliances like pumping sets 
The total irrigation needs of India may be estimated to fall not much short of 
Rs. 100 crores which would add about 20 million acres to the irrigated area 
and over 100 crores to the value of the crops. This estimate, it mav also be 
noted is entirely independent of any other developments in canals e. „ for 
navigation purposes. The whole of this sum cannot be spent out of revenues, 
though, if the programme were properly distributed over a period of <0 vears 
the total annua 1 charge would perhaps not exceed Rs. Jo crores-a sum which mav 

! . e d ' ,hcult - v be ‘ found from Hie current revenues if the suggestions made 

1,1 16 fore W chapters of the present section were adopted. If, however, the 

ammal charge on current revenues is limited to Rs. 5 crores, and the remaining 5 

1 I p '! 1 0,11 nion ‘ es borrowed by the agriculturist from a state guaranteed 

in pro “ t '' 11Crt ° Up * lfc t0 110 difficult J financing these projects. And, if, 

ed or allowed K ' < nUe from tbe wor ^ s grows, the loan operations are curtail- 

of iutei-c t 1 " Ul1 " l<,re advanta g e ous conditions, the net burden even bv wav 
ot interest charge ought to 


LXXIil 


prove insignificant. 

RAILWAYS IN INDL4. 
HISTORY OF INDIAN RAILWAYS. 


The Railway ent,. ■ 

ssociatioiis ~ ‘ r pnse in India may be said to date from 1845 when private 

miles ) |, v t j f , l , < auf horised to start the lines from Calcutta to Raniganj (120 

bv the Gr^ut' f r^ fncllan Railway Company; Bombay to Kalya 11 (33 miles) 
the Madfii^Vu , |' f ^ eidnsu ^ a Bailway ; and Madras to Arkonam (39 miles) by 
was impo&sihl^'to a V * om P an X- These companies, however, soon found that it 
Guaram-e, and i ° tmm t,le necessary capital without some sort of a Government 
guarantee wal fort/T” that the R ro i 0< ts rni " ht have to be abandoned if n * 

appreciating tht * <,n their side the Company's Government were 

chief peatres in j e | ,rf* dV ^ ta ® e8 fro,n a militar >' standpoint of linking up the 
jeid . 0 f r ^j _ 1,1 by r ail ; and they were thus not unwilling to listen to pro* 

a meat. lemnl ^ • UUr ’R^Se* *f necessary at some cost to the Government. I" 

■ ol 1855 Cord Dalhosie, the then Governor-General, pointed 
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3Ut the nimensc political strategical and commercial advantages expected 

from Railway lines ‘linking up tlie principal cities of India ;. and to that end 

drew up a comprehensive scheme of trunk lines to link up the Presidency 

towns and the inland centres with one another and with the ports. The Board 

of Directors appreciated the value of the scheme mapped out by the great Pro- 

consul, his arguments being driven home soon after by' the Mutiny when 

the absence of rapid means of communications was severely felt.* It was 

assumed, not without some justice, that the ignorance of the nature of the venture 

would prevent the Indian capitalist from undertaking these projects; while it w is 

clear that English capital would not be forthcoming in sufficient quantities in the 

absence of some guarantee of return, t The Government, therefore offered 

guarantee of a minimum return of 5 % per annum on the capital invest 1 " 

addition to giving freely all land required for the construction of tu* 

, .j. mi • ‘ ae permanent 

way the stations, the sheds, sidings, etc. lhe interest was to be -i r 

' v aui irom the 

date the capital was subscribed ; and, in order to eUmnujpate the uncert rh t 
of Exchange, it was agreed that the proceeds from the revenues were to be ownvertc'l 
jnto sterling at 22 d. per rupee, and that interest on the guaranteed capital was a ) s 
to be paid at the same fixed rate %. The Government retained the r .r| lt j 
sharing equally with the companies the surplus profits whenever the^ ^ ^ 

the guaranteed minimum, so that if the total profits amounted to 7 «. 

i i / O j O 

would go to the companies as the guaranteed minimum* and the rem - /0 

2 % would be shared equally, Government getting one per cent cut of * o , ^ 

r 1 /q of re¬ 

venue, and the Companies getting 6%. The companies* were bound-it" 11 

of *25 years to sell their railways to the Government on fixed ton 



t Thatthe tlrat companies got excessively advantageous terms C i»n i„. , 
ot alt lands added to the guarantees 3 % The following extract lroni thn .. « . » from the ir,. 

Parliamentary Committee of M72 «a nteresting ; 1 do b&ieWungua^^ o1 ^oruton In" J *? m 

India tor the construction ot railways had it not been for the guarantee, t w Ki^f,V t l r E , Uuulu hnv t \ 4llll '* d' tl L ‘ 

growing in wealth and that an immense amount of capital is seeking invei ,! ? 1 “* lnt “ 

England and goes to South America and other oountrios abroad, l cannot coinoiv..,i M' lt vi 

... *i. lmlin ” (l)iitt nil. <’lf\ O. :l:ill. v CUHCei\ L that It \i,v 


ly have neglected India.” (Dutt op. cit p. 35p, 

Strachey op. cit ,p. 121. summarises the total public work* uccouut thun •_ 


^*ono into 
count r> i.ahvaxs 

1 at lt would presisteut- 


Total Guaranteed Kail way capital 

Gross receipts thereUopi.. . 

Net receipts therciroiu. 

interest charge.. , t •• 

Net Government Kcueipteafter payment ol all luteres 


II. 

Total State Kailway capital 
Gross receipts therefrom 
Net receipts therefrom 
Net charge after paying iutereat 

III. 

Total Irrigation capital .. 

Gross' receipts 

Net Receipts therefrom . 

Net income after interest 
Total capital outlay 
Gross receipts 
Net receipts l j. '< 
luterest charge .. 

Net charge on exchequer 


M05,00( 

T,5i)V).ooi 

337>0l)i 


£• 

-Mso.ouo 
^•T' 5,000 
V°2,U00 
<*08*000 


17 
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•luring the currency of the guarantee Government were to exercise close centre 
over the operations in Indig. 

It is clear from this review that the. terms were excessively unfavourable 
to the Government. Once the principle of guarantee had been mtroduced no 
capital would be invested in the railways without such a guarantee. And the 
<nurantee once given there was no incentive to the companies to economise. 
Whether it was the inexperience of the engineers, or the indifference of the 
• „ incompetence of Government officers who were to control the 

companies, 01 rue t 

operations of tlie companies, the fact remained that the guaranteed railways 
were for a long tune a white elephant on the Indian Exchequer.* The Govern¬ 
ment were by no means the last to realise the costliness of the Indian. Railway 
.system, and Lord Lawrence decided in 1869 to construct new railways directly 
by the agency of the State from funds obtained by borrowing or from current 
revenues. In order to construct the State Railways on a cheaper basis a narrower 
guage of 3"-3" was adopted as against the 5'-G" guage of the guaranteed 
companies. The additional charge involved by way of interest on borrowed 
capital was considered by the Government of India reasonable price for the 
tax payer to meet in view of the advantages of the Railway system. The follow 
ing table taken from ^trachey’s ** Finances and Public Works of India ‘ indicates 
t he progress made in this direction upto 1880. 

N R.-The figures are in thousands sterling : 



Guaranteed Railways 



State Railways 


Total | 

Year. 

Cap. 

int.. 

Net 

Revenue. 

Net 

Charges. 

Capital. Gross 
Receipts 

W. E. 

Int. 

N. C. on 
Ry. a/c 

1868-9 

.. 79,168 

3,878 

1,966 

1,91.2 

553 

18 

30 

10 

1,929 

1860-0 

.. 83,91! 

4.126 

2,618 

1-589 

744 

-8 

9 

30 

1,620 

1870-1 

.. 87,689 

4,342 

2,557 

1,888 

1,1.93 

8 

9, 

40 

■1,909 

1,871-2 

.. 90,183 

4,642 

2,877 

1,721 

1,838 

4 

• ■ 8 

61 

1,796 

1872-3 

.. 90,631 

4,608 

2,554 

2,215 

3,252 

17 

i i 

115 

2,324 

1873-4 

.. 91,354 

4,618 

3,241 

1,529 

5,606 

40 • 

46 

168 

1,703 

1874-5 

.. 92,442 

4,644 

3.455 

1.244 

8,-620 

131 

86 

284 

1,483 

1875-6 

.. 93,393 

4,638 

3,729 

992 

11,785 

• 290 

193 

no 

1,305 

1876-7 

•• 94,108 

1,059 

4,433 

278 

14,661 

272 

283 

530 

, 710 

1877-8 

.. 95,431. 

4,655 

5,397 

675 

18,636 

549 

421 

604 

139 

1878-9 

.. 96,445 

4,705 

4,023 

740 

21,904 

966 

734 

918 

1,426 

lQ79'-0 

■ • 96,794 

4,708 

4,92-1 

no 

24,644 

1*549 

1,215 

1,058 

614 

1880-1 

.. 97,728 

4,599 

4,936 

337 

26,689 

2,175 

1,573 

1,210 

271 




♦ 


i 


Total 


17,238 


^ ‘ J >utt has collected a large number of extracts from the evidence oi the highest ofllcers 
ol Itidla before the Parliamentary comndUce’oi IS7^;4 to show the wastefulness of the 

m.uiuua iur interest paid in oxcebs of net revenue* ; and ij miUfonb 
guaranteed interest” Dut.t op. oit p. :iuS y. 



t In the above statement Cup. CapUul.. hit. * iutcJk^.t. I>. K —Xot iteeotpla 
v# ft.— Cross Receipt®, \v. K.—Working expenses. 


l».\ CAUlMiiX's ’ .efnidilDl 

In interest paid on tho**’ 1 ^ 

w <j. Set chut^ 
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On tlie combined railway account this gives a toal capital out lay £124,417,000 
and a total loss of nearly £17 Millions sterling in 12 years. * We. may here 
close the first stage of the history of Indian Railway Finance (1845-1880). During 
35 years of intermittant activity about 9891 miles of railways had been cons" 
tructed at a total loss of nearly 25 Million sterling. The Guarantee system was 
proved to be wasteful in the extreme and the alternative of direct State agency 
was substituted. The loss involved in the new policy was demonstrably not 
greater than the loss involved in the .Guarantee system. But even assuming 
the loss as a fast diminishing quantity it could well ho j , 

charge on the ...-payer for tl,e Wife obtained" “ 8 "“»*«• 


(si. 


LXXIV. SECOND STAGE OF RAILWAY FINANCE 1880*1900 

Though the moral and material progress report of 1878 i,„j 

„ Pnilm.T.. . 


on 


„ .* ueciareri:_ 

“ T ?yS n r °r 0W ^? 08t . com P leted 80 that with the cessation of verv h. 
construction the financial position may be expected to improve.” 3 heavy outlay 


Yet the possibilities of new regions being opened up went on , y 
continually increasing demands on the revenues and credit'of India for the ^ ^ 
of Railway extension. The new policy of direct construction throi^r* ° S ° 
agency of the State received soon after its inception a seviois set'b a( .u ' ^ 
Government of India were obliged to borrow in the London market^ ] 
their needs; and the heavy famine and war charged in the debacle 1S 7 0 latever » 
it impossible to depend oi\ly on the funds that Government could t > ' ^ ma de 
spare for railway construction in view of the groat advantages of a \<» ^ en * 1Gl itly 
system. $ For military reasons many railways originally started ^ rd ^' va y 

guage by the State had to be converted into broad guage at a tr 1 ^ ° me ^ re 

On the other hand a reversion to the policy of inducing private lun d°us loss* 
up railway enterprise in India was becoming more than ever ta ^ < ‘ 

Government were anxious to curtail their obligations in sterlin 1 M 11)0 

sible owing to a continued fall in the value of the rupee. A Con t iiu • 
House of Commons had found in 1879 that the prosec ution of Product! t *'° 
works would necessarily proceed very slowly if reliance were placed ex. ^ U ^° 

- -— >-L.L>- _ J 


• The above 
excess of the Knglis 


figures vrt>rk out an average cost per mile of Railway in 1 urth, 7T "--— 

excess of the English Railroad construction when wo consider that(1) hi l{ \ 12 ’>771 ^ . 

tiad » free grant oi all land required and (2) that they have had no BaUw »>’ coinuS?!^ 1 *“ 

English Railway companies have had to undergo in obtaining ParUanieutirv * hmry expend l J )a } aes have 
by railways np$ 1881 is inclined the capital cost would increase y“X 1 U nf U !‘ h tho 
raise the cost to £15,000 p*r mile. at R’aBt 25 Million 1 ' ulKl taken 

> •' 0r ullk 'h Wou\d/ 

, 1 £ or ,, a lon ? t , lme % !oss on exchange was the m n «F i 

»» Para m It M. 

ima&mmm 

39 
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the funds borrowed or spared by the state ; and they had therefore suggested that 
the construction of Public works, chiefly Railways, from borrowed capital by the 
state should be limited to 2.5 million sterling a year, leavmg th„ rest ,! re,,,,red 
to be provided bv private companies. * The Secretary of State m onvardmg 
the recommendations of the Committee of the House of Commons M dotvn .- 

f nfvnRf ructinc new Railways is to be considered on commercial principles. 

“The question oi takcn ® unle ss there is good prospect of its proving remunerative, 

No new line is to ^ can ^ fairly calculated to pay, within a minimum limit of five 
that is to say^ Q £ the Line being open for traffic, 4 per cent on the capital invested, 

years from^^ic^ ^ ^qbjb of simple iuterest incurred upto that date, and also the 
^itaUaoil valuo of tho land revenue and of leave allowances and ponsions.’’ 


The whole question of Railway policy under the two alternatives of state 
construction V. private enterprise was discussed at length in the financial state¬ 
ment of Sir. E. Baring 1881-2. As under the orders of the Secretary of State issued 
in pursuance of the recommendations of the Parliamentary committee of 1879, cons¬ 
truction hy the state from borrowed funds was limited to a minimum of £ 2.5 
millions, and as the possibilities of a railway extension were evidently great as shown 
by the repeated requests of the Indian and English chambers of Commerce,! the 
invitation to private enterprise was unavoidable*. Lord Cromer recognised the 
limits to the power- of the State in India in view of the fact that (1) the avail¬ 
able capital for investment in Railways was limited and (2) shrinkage 
in the value of the rupee had made the Government of India naturally reluct¬ 
ant to add to their sterling obligations beyond what they could not help. Besides, 
even granting that the State could and should find funds for construction, there was 
the undoubted difficulty that there was no means of ascertaining independently 
tl;.' commercial possibilities of a programme put forward by the Government, 
the Public \\orks Department preparing the project could naturally be not 
expected to emphasize the weak points; while the absence of any engineering talent 


outside Government service would make any independent criticism out. oi the 
question. The Central Finance Department would naturally be • powerless to 
prevent all possible waste or to offer independent criticism- On the othei hand 
h e full} appreciated the difficulties of private enterprise. He was too good a 

oi to to transport, ftodaWft th e Wn trade of India 

as to fiicUiate the traii*i<url 
1880-8J " It is an umiutiti 
tion iu Northern Bihar 
fdtuatiwh in Madras <hir 
Until the whole country js m 
ported rapidly cheaply and in h 

some tr - - 1 -- * * 

t J 
so well 
in the 



uiMiine ran wave area pay in* concern as a reason mi im- .7 ’ ort u liarv risks 

t wu construction the idea that they are investments in volvlng: no much moie t h* ^ ;lC( ^ p ^ n b 
tfuti n Govern meat gurantee Is es.sent ini should be exploded ’ U would bcimpL^b s Y( . jn 0I ext .„i- 
remarks in the light 01 the known facts of tho case without ration hut foi thy lll \? er .; nrt *Lni. f n «rLr 
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the State of Hyderabad which relieved the Government of India from considerable 
strain. By the end of the century 3,000 miles of railway were, constructed in the 
Native states under any one of the various arrangements sketched above. * 

In 1893 was introduced the new expedient of the Rebate system to attract 
private capital. Instead of a minimum guarantee of interest payable in yold com 
panics were offered a rebate on the gross earnings of the traffic interchanged 
the main line, so that the dividend might rise to 4 per cent, on the > . 

the new lines in most cases were branch li^cs the system of reb -1 > ^ A 8 

geated itself, but the rebate was limited to 20 per cent. 0 f t |Y . 1 * Wlly su » r ' 

Under this system three important lines were promoted. T1 \\ §1 ° SS earnin 8 s - 

the Southern Punjab and the South Bihar Lines, f The con n ) e ^ a ^ Trantij, 
per cent. Trustee securities made the rebate terms ^ ° f the four 

further modified in 1896. An absolute guarantee of three per cent ^ ^ "’ ete ' 
in additions share of surplus profits or rebate upto the full extent^ ®* Veu ’ ull d 
Hue’s earnings in supplement of their own net earnings, the tot T\ ^ ^ main 
to 31 per cent on the capital outlay. ° ’ beiu « limited 

LXXV. THIRD PHRIOD OF RAILWAY HISTORY 1900 *c >>0 

The practice of making triennial fprecasts had now become est- l r 
was found that the steady tendency towards increasing the pr 0 , ' and it 

much greater strain than the finances could bear. A CoinmittL^T 16 Ied to a - 
reported that no definite limit could be assigned at the present , .' Pp,, inted in; 1907 
that could be remuneratively devoted to the development , ^ l ° tbe a Wou nt 
Indian Railway system; and that apart from the existing l " ® Xteilsi On of the 
wluch was continually demanded, there is wide scope Movement ‘f 

leS ," “ L ‘ " ouKI uotonly be remunerative in themselves bi t < ’° DStruoti °u of new 

• Y t e P ™ PeUty ° f tbC p ° pulati -’ * rea % enhance th ^ OUldadd ^^ia% 
dcAelop the resources of the country.* With this view of t, *****'*' ^rgelv 

way development »n India it was inevitable that every off, !° f 088 ^** of Rail- 

enterprise. There was now no danger from a steadily falli *£* on the 

ments of 1898-99 had helped to fix the rupee m R s * T** * arram, e . 

had for a series of years been showing a surplus ail ,, H ' U ** P The revem, 

almost silenced by substantial remissions of the Salt di t' SIn l<< SlU<Ul India ^ 

all, the railways had definitely turned the corner » ^ Tax u 

•showed a clear surplus after meting all charges ^ ** 

• extension of Irrigation Works in the. Pu n j ah , Ud interest S n ■ °° % 

•* . 


“ s *» 
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fc&Be ,t certain seasons of the year. • The same tendency of tap.dly .nerc.s.ng 
traffic both passengers and goods teas observed everywhere, and the rctMnn. o 
the contracts added substantially to the gains of the In.Uan Hade-ays. But the 
same factors which led to an increase in the reepts, also demanded constderable 

. , T, Prvo+lv works were necessary to double the track, 

increase in capital expenditure. Lostiv worm. / w 

. mirirlp better vards and terminal facilities, and increase 

improve equipment, proMae Dt . 

the roll in 1 stock. New demands for additional capital outlay were coming a 
cl for improvements in the existing lines as on the new branch lines or feeders. 
T1 Government modified their concessions to branch construction in June 1910, 
offering an increase in the rate of guarantee from 3 to 3i per cent; of rebate from 
31. to 5 per cent, and an equal division of profits when they exceded 5 per cent 
Lines of purely local importance, which, however, would serve to develop the dis¬ 
tricts where they were constructed, were encouraged to be constructed by the 
District Boards wherever their revenues were in a sufficiently flourishing condition 
to allow such construction. Madrasis yet the most conspicuous province for 
the extension of this enterprise. 


<SL 


LXXVI. THE PRESENT FINANCIAL POSITION OF RAILWAYS IN INDIA. 


The following table shows the financial position of the Indian Railways in the 
20th Century. With the single exception ot 1908-09, the Railways have worked 
at a profit in all these 20 years, and during the War they showed a phenomenal 
increase in ‘profits. - . 


Year. 


1900- 01 

1901- 02 

1902- 03 

1903- 04 

1904- 66 " 

1905- 06 

1906- 07 

1907- 08 

1908- 09 

1909- 10 

1910- 11 
191.M2 1 

1912- 13 

1913- 14 

1914- 15 
1916-16 

1916- 17 

1917- 18 

1918- 19 
193.9-20 


Total net 

Total 

Receipts. 

expenses. 

£. ' 

£. 

9,827,917 

9,502,793' 

10,733,634 

9,887,046 

10,306,669 

10,077,740 

11,179,70S 

10,319,039 

12,727,028 

10,621,690 

42,924,420 • 

10,922,154 

33,001,227 

10,667,686 

12,499,331 

10,936,329 

9,968,041 

11,200,291 

12,445,378 

! 1,650,456 

13,861,461 

11,863,965 

15,891,725 

12,103,955 

17,371,789 

12,868,455 

17,625,634 

12,836,101 

15,799,149 

13,641,115 

17,085,639 

13,810,252 

21,216,062 4 

13,733,187 


14,133,399 

25,243,000 

14,049,600 

21,221,000 

14,317,800 


Net 

income. 

£. 

325,124 

846,619 

226,949 

660,669 

1,105,438 

2,001,966 

2,313,541 

I, 563,002 
1,242.250 

624,922 
2,017,496 
3,787,770 
4,803,354 
4,789,533 
2,158,034 
4,075,138 
7,481,876 
9,914,320 

II, 193,400 
6,904,000 
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All outlay had, however, to be curtailed during the War. and to some 
extent, therefore, the Railway Budget in the first peace years must show verv 
considerable outlay. The fact that the net returns were . fluctuating, and some¬ 
times disappeared, led one Finance Minister to describe the Indian Financial 
system as a “gamble in rains and railways.” But though the railways 
must depend for their prosperity on rains and are not self-supportiim 
in the sartie sense ns irrigation works are, we may now safely say, that, the Railways 
in India are a considerable source of revenue to the Government. The net 
revenue, it must also be noted, is not quite to be taken at the figures it stands"!* 
the expenditure here includes not only interest but a part payment back f V 
capital, disguised ih the form of annuities The real income is liladv t< ! " 
siderably more. Already most of the railways in India are st ite ° ' °" 
When the few remaining ones are acquired, when Indian Industries have ' 

to their utmost, it may not be unreasonable to expect a net revenue of 5 * 
a year at the lowest estimate. The following table shows in gi^,. ° d ° Crores 
working of the State Railways. . ° ' ai 8 tlie 

Gross Working Interest 

A ear. Receipts. Expenses. on 

Capital 

f. £. 

8,465,712 4,014,772 
9,492,334 4,184,527 


<SL 


1900- 01 

1901- 02 

1902- 03 

1903- 04 

1904- 05 
' '1905-06 

1906- 07 

1907- 08 

1908- 09 

1909- 10 

1910- 11 

1911- 12 
’912-13 

1913- 14 

1914 - 15 
1 1915-16 

191617 

1917- 18 

1918- 19 

1919- 20 


£. ’ 
16,953,797 
19,277,228 
19,137,656 
20,576,591 
22,900,337 


9,627,211 
10,378,158 
11,295,437 
23,629,545 ' ' 11,669,728 
25,821,298 13,275,061 

27,296,944 15,078,834 

26,799,688 > ! 16,913,089 
26,923,931 16,536,801 


30,629,756 16,787,641 

33,579,129 17,745,049 

36,686,364 19,391.729 

37,546,1.35 20,013,602 

30,105 1 ,1 7 2(),376,709 

38,176,192 20,290,504 

i-i.9l7.521 20.749,751 

41,964,600 20,566,466 

o 1,053.9,30 25,810,930 

53,381,930 32,240, (p) 

Though the net account of tin, Raik 


4,295,369 
4,441,781 
4,608,297 
4,854,914 
o,039,965 

3,243,208 

5,635,946 

5,653,551 

5,842,334 

6,279,070 

6,683,164 

6,887,842 

^ >814,4 4] 

7 , 1 ) 23,670 

7 ,060,890 
0.057,209 
8,185,160 
8,455,200 


Sinking 
fund & 
Annuities 
£. 

2,357,10) 

3,055,750 

2.999.218 
3,004,620 
3,009,333 
3,013,737 
3,018,262 
3,023,393 
3.427,623 

3,522,9)4 

3,528,898 

3,534.978 

3 ) 542 , 1.09 

3.571.288 

3.557.219 
3,584,584 
3)081,297 
3,69). 100 
3)000,400 


^t result* 
to the 

State. 

£. 

619,449 
1 754,583 
451,617 
T 114,550' 
2)265,535 * 
2,277,676 
2,560,366 
1,970,401 
f-201.76S 
642,709 
V 2,030,193 
' 3 ) 808,928 

4,825,9)4 

4,705,888 

^, 272,550 

4 041 ,626 

7.548,508 
•1.937.466 
• •■!2G ( 400 
0 , 883,700 


. 3,013,100 

or iDtefSt* 1 paflrable'^to^ 1 com^niea^cm^pc^te 'etc C0 * Wia ' tftk * n ^ti„ u ' 


loi 1,11 ofhor " 0 
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four per cent, on the total capital of £ 295 million; and (2) though the total 
receipts show a favourable margin over total expenditure a very ambitious pro 
gramme is apt to swallow all, perhaps, of the surplus. 


Year. 


1899- 00 

1900- 10 

1901- 02 

1902- 03 

1903- 04 

1904- 05 

1905- 06 

1906- 07 

1907- 08 

1908- 09 

1909- 10 


GUARANTEED RALWAYS. 


Net Traffic 

Interest. 

Net result. 

Receipts. 

£. 

£. 

£. 

1,907,915 

2,180,895 

617,080 

1,316,899 

1,597,594 

451,727 

914,989 

1,016,514 

249,228 

946,182 

1,035.218 

171,594 

941,463 ' 

1,048,017 

208,620 

1,074,814 

1,063,619 

168,922 

921,975 

1,041,308 

245,558 

398,801 

584,751 

227,652 

226,615 

580,368 

363,492 

961 


13,704 

48 




As the above table shows the guaranteed Railways now ceased to lie of 
any importance in Indian Finance. As soon as an old Guaranteed Company 
is purchased by the State, its accounts come under the State Railways, which 
thus show a corresponding increase. While the old arrangement lasted the net 
traffic receipts, brought into the accounts of the Government of India, were 
those earnings of the railways which remained after defraying the actual ex¬ 
penses of operating. The net result to the State* is not, however, the difference 
between the net 1 raffic Receipts and the guaranteed interest, but includes the 
r,ost of land, supervision and the surplus profits paid away to some Railway 
Companies. The next table gives in a concise from the financial position of the 
Indian Railways since 1909. (The figures are in thousands of rupees). 


Year. 

Gross 

Total 


Earnings 

Working 



Expenses. 


Its. 

Its. 

1909 

• • 47,06,38 

26,38,48 

1910 .. 

• 51,14,22 

27,15,72 

1911.. 

• 55,27,92 

28,83,92 

1912.. 

• 61,65,07 

30,15,92. 

1918.. 

• 63,58’,56 

32,93,04 

J914 .. 

• 60,42,01 

32.74,10 

1913.. 

. 64.66,06 

32,91,95 

me.. 

. 70.68,42 

33.40,32 


Net 

percentage Total 

Mites 

Earnings. 

of 3-5 

capital. 

Open. 

Rs. 

Rs. 

v Rs. 

Rs. 

20,67,90 

4.81% 

429,83,20 

31,490 

23,98,50 

5.46% 

439,04,73 

32,099 

26,44,00 

5.87% 

450,03,80 

32,839 

31.49,15 

6.77% 

465,15,00 

33,184 

30,65,52 

26,67,9! 

31,74.09 

6.19% 

5.33% 

5.99% 

495,08,64 

519,22,13 

529.98,29 

34.652 

35,285 

35,833 

37,28,10 

6.96% 

535,27,97 

36,286 
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N. B.—Up to 1912 fhe figures arc for Calender years from 1913 they are 
for financial years. 

The next table shows the liability of the State in regard to the total capital 
outlay, which of course includes the purchase price of the old guranteed Companies. 


IN THOUSANDS STERLING. 


Statistics: 

State Railways:— 

Capital Expenditure to 

1915-16 

1916-17 

I917ris 

1918-19 

1919-20 

March 31st. Expend! 

£. 

h £. 

£. 

£. „ 

£. 

ture by Government . . 

237,571 

239,446 

243,517 

247.827 

264,203 

Expenditure by Cos. 
Outlay on the E. I. Rv. 
From debentures raised 

18,71)4 

28,900 

27,858 

» 1 

27,957 

29,287 

by the Company 

Outlay on tlie S. I. Ry. 

18,064 

18,064 

. 18,046 

18,246 

18,248 

by the Co. 

Outlay on the B. B. and 

3,809 

3,809 

3,309 

3,3'09 

3,309 

C. 1. Ry. by the Co. . . 
Outlay on the G. I. P. Ry. 

1,093 

1,093 

1,093 

1.093 

1,093* . 

by the Co. 

3,253 

. 3,253 

• 3,253 

3,253 

3,253 

Total .. 

252,567 

294,519 

297,078 j 

1 '&01.487 

319,191 

Miles open on 1st Aprilf 

V.V 36,309 

36,433 

36,572 

\ 

% i7] 36,491 



LXXVil CRITIQUE OF THE INDIAN RAILWAY POl , CY 

Twenty years ago, even ton years ago, the railway p 0 li 0 v r< 

f _ , , i ' • i * * - OI the Government 

of India used to provoke considerable crit-ism, as on a net i 

. . 11131 total account the 

Railways showed a deficit f Since the beginning of this centuvv. however 

Railways, as already observed, have turned the corner; auj so the sn,' 

to be taken out of the chief criticism against them. People are •, r !'.'' ° ma 

willing now to admit (lie advantages ot Railways lo the comm ^ f tUt jdl\ more 

revenues of (he country, and less inclined to fi/xl fault uit| 


weak points of tlie Railways administration of the past + 

litinAvor \l’D pgimnf f., 1^,0^ m.Li t ,» ' **t 111 U WOtk of tips ]•* | 


or exaggerate the 

, •' " 11 a: past.! ’ Ul - 

however, we cannot afford to lose sight of the mi • 


. ‘ii their proper 
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proportion the past errors, if any, and the present advantages, sucl. as they 
are, appear to be no more unusual than can be expected under the circumstances. 

In this section, therefore, we shall briefly set out the chief points of criticism / 
against our Railways and their Finance, and estimate then real benefits to the 

country. 

THEllMlT OF RAILWAY EXTENSION IN INDIA. 

Vt one time it was thought that after the Government of India had helped to 
construct the chief trunk lines, linking up the principal centres of inland trade 
with the sea ports, there would be no need for further outlay on Railways which 
%V ouId cause the tax-payer anxiety, beyond, of course, the necessary expenses of the 
maintenance and improvements of the lines already constructed, and possibly their 
branches.* 



The famine Commission of 1880 considered 20,000 miles of Railways all over 
India to be quite sufficient for the purposes of commerce as well as Famine Relief. 
Lord Curzon ambitioned to have at least 25,000 miles of regular track, f The 
idea that there would be some predestined limit to the extent of railways needed by 
the country was first assailed some 60 years after the commencement of Railway 
enterprize in ’this'country. The Committee of 1908 J was the first official body 
definitely to pronounce that no limit could be assigned to the extension of the 
Railways in India beyond the natural restriction of available capital. And truth 
to tell, tfye idea of a predetermined limit seems to be absurd in the case of an 
enteiprize which must necessarily expand with the expansion of the industry and 
Commerce of the country. Any estimate made, and limit assigned, in any given 
years/ on the basis of trade needs then existing, is bound to be exceeded or prove 
inaequate a generation later when the expansion has been found to be much 
greater than was anticipated. § Besides in the case of Railways, they being 
themsehes ^ 1C iuos ^ powerful factors in the opening up of the country, the calcula- 
t.ioii, if made without any allowance for the effects of a projected line, are certain 
to be upset by the effect turning round and becoming the cause. 




While, therefore, we cannot determine the-extent of railway requirement 
of a.country by its population or trade statistics at any given date; while we 
cannot say that India ought to-have three times the railways mileage of the United 
•States because her population is at least three times as great, or that she should 
have one-fourth of the railway mileage of the United Kingdom because her total 
voluble of foreign trade is one fourth that of England; we must at the same time 
abandon th e hope of assigning a definite limit before hand which would be quite 


■*. the bulk of the Indian 
iiave been to 01lr 


Bttblie ODittfon th hirf«ul! nt # y a PP°^ted Acworth Committee on Indian Railway 

rapid ^ extract* from evidence, seeing to nave Dee, */" n * t V’annual 

protest if '.i/ r n,< tl011 ' • r " e pendulum seems to lmve swung roiuid the day?' Army 

i>v oenditure Jjajlway expenditure was as regular an item in the Budget, discussion £* *ys\jond)iived witii 

f e *P ,ail0 * ! <”> } * to be found in the greater earning power of the « tflfc * — 
the < ®P 1,,, ©rcial iinterests. l-’ur this point cp. In particular, the evide 
ueruiantfc’ Chamber nmi nhi 


Indian 


V' d An b r uian ]ber and Bureau. Hlp twelve object" 

I M }Va - “ India under Curzon and after ” It was amcmg- to 25,0^0. 

* be /? rt W* mind's eye by Lord Cur/.on that the Railway mileage >u India be rain 

+ tomd. 4i)| of jalready referred to. .. .- 

jn xius eonnceUon om* 


u*ld -.....urzon Mint tile Railway n,»<;*#* . c+llfnC 

. , .. .wi.cuwy referred to. .. . vYnf »rieuue in the l n»ted ..ta.cfa; 

^ .J 11 /bis i.oiiiici'I ion um; might cite with advantage the Railway 1- 1 • 
specially in opening up the .Middle and far West. 
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adequate for all time to come, or even for a generation. At the present moment, for 
example, we seem, in spite of our thirty six thousand odd miles of railways, - to 
want considerable railway extension to link up Burma with India and open 
up Burma ; to link up Delhi, the Capital, with Karachi, the nearest port by a 
direct broad guagc line ; 'to connect the meter guage systems of the Northern and 
Southern India; to join up India and Ceylon by a Railway Bridge. This pro¬ 
gramme if carried out might mean anything front 5,000 to 10,000 miles more at a 
probable cost of not less than 50 crores. And even this programme may have 
to be exceeded, long before it is completed, by the possibility of a good commer¬ 
cial railway front Baluchistan or Agfanistan to Persia, and thence, through Me¬ 
sopotamia, to Egypt, and, through Asia Minor to Turkey and Europe. 



But while we must give up the idea of setting a rigid limit in advance 
to the total construction, we might yet criticise the individual projects from 
a financial stand point. Not all the railways of India have been constructed wisely 
or even economically. The North-West Frontier Railway was for a long time 
a white elephant, and in all probability would have continued to be a source of heavy 
drain but for the opening of waste lands in the Punjab by means' of the 
Punjab irrigation works. The much desired direct broad guage connection between 
Karachi and Delhi-whatever its political expediency might be-is likely to be a 
source of considerable loss, running as it must through the desert tracts of Raja- 
putana. The railway through the Khajak and Bollan Passes has been constructed 
at such a heavy cost, that the critic might well say the whole line has been bal¬ 
lasted with Rupees” Examples of this natures can be multiplied to an alarming 
extent. They all show that; piero Commercial considerations have not exclusively 
influenced railway construction in India. There is no need to deny the Militarv 
and political necessity and importance of the.Railway. There is no occasion t o 
assert that no railways should be constructed for other than commercial reasons. 
Considering, however, the railways as a commercial proposition, and admitting the 
underlying hypothesis that sooner or later they are expected to pay all charges 
in connection with them, the critic of the Indian Railway system might well 
pronounce against them. Those railways, at any rate, which arc resouabVy 
expected to bear all" their own charges, may be constructed from borrowed funds- 
hut the attempt to construct those railways, also, which there is no reasonable 
ground to hope will pay their own charges in $ .reasonable time, from bovr 1 
funds is apt to involve the whole railway policy in an unfavourable and 
sarily indiscriminating criticism. If the Military and Political *1 ^ UUneCe8r 
to be constructed, let them be frankly shown to be a net c j iari & ^ 

source of revenue. Any unexpected profit—as in the casT % "'T ^ * possil - le 
Frontier Railway—may be treated a^a windfall or may b e J ’’’ .^° rth ,^ bst 
other projects. The suggestion, therefore, which in the ms/lT Tv ’ 0t SlniUttr 
be made, that all necessary, but productive, railways should be con. ti t 'i 

* This does not represent tlie total miles of railways available in India. Thi<r~ft T 

twk. Including double track and ablings the total Indian mileage would not w « ,? ; a V*ngth ol t.iugie 
ir {' " utuvn Sivojt x>\ nOjfiOu* 
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the borrowed funds has even now not lost all its importance. And it would be 
a great improvement in our Railway finance, if all military or political railways 
are charged to the Military Budget entirely. 


2 The point may indeed be well urged against the entire railway policy of India 
that the mad haste to construct railways have rendered the authorities in India 
utterly hlind to the possibility of alternative means of communications, which 
beiii" cheaper, would be more suitable to Indian conditions. It has been said 
thaUn England the canals have a past but no future. The rivalry of the Railways 
has jailed the inland navigation in England. But we in India cannot alTord 
always to follow the example of England in such matters. In England canals have 
ceased to be important not only because of the ruthless railway' competition, 
but also because the rivers are small and relatively shallow, and would not admit 
of large ocean going vessels sufficient water to navigate. In India our rivers are 
long, broad, deep, flowing, at least in Northern India, through a plain which 
would require no very great cost to maintain. Besides, for our inland and coasting 
trade at any rate, the average size of the vessel is by no means so great as to be 
inadmissible for river navigation. If navigation canals had been constructed in 
Northern Western India wherever there are now railways, India might 
possibly have escaped half her present public debt at the same time that 
the facilities to trade would have been as great and more suitable. The bulk 
of Indian trade consists in the movement of raw materials and food stuffs—bulky* * * 
articles which would certainly find railway rates more burdensome than water 
carriage f 


Then again it is always more profitable to run railways when there is a large 
load in a single consignment, with long distance haulage tjian if the train load 
has to be made up by small bits of traffic collected in driblets at innumerable 
small stations.1 The waste of railway Stock alone that is necessarily involved 
in such in met hod is enough condemnation of the costly-even though more rapid 


* , liif leas ! of,the Oirenccs of military tluauce In India that many items, truly military’ 

urc not Biioss 11111 the military .Budget proper t. u Interest mil Rnilwavs. 

tTiiH suggestion was made among others by the late Mr. Gokhaleft Kts evxd nice before the Wefts 
commit-ion. though hi> line o! reasoning seems to be different from the line adopted in the text above. 
He felt- that the dupre- * .1 condition ot Indian* jrfaance, coupled with the fact that India had already (1897) 
got ♦ Im moot important lines completed, suggested that the heavv programme of further-instruction must 
really liave been undertaken under pressure from the fcmdish merch&ntiic classes and not in the true interests 
of India. lerhapR this criticism would not he sustained ii aimed at the general railway policy of India, 
though at the time he was speakiug, and in cases of individual project ft even later on, the criticism had 
more than a fjraiu of truth in it. it stung because it was irue >ir D. Jv Wacha suggested that the 
rail way account be k* pt altogether ; operate, ns under that svatem new projects would he more likely to be 

coiiBidcieu on their true commercial merits than by secret iwirc-pulling; and that further borruwinS 

necessiuited by such projects would depend more on the possibility 01 the venture itself than 

on the ability ot the tax Ph.ver.to • bear the interest charge. The evidence before the Wdby 

commission 01 these two gentlemen oil Hallway finance is very instructive. The Mackey committee 
ot ID 18 recommended a triennial programme ‘ of R 41 ilv. 1 v coast ruction costing Rs- 12 crores and 
suggesting that the required funds be obtained by diverting a part- of the rupee coinage profits which 
went to the Gold Reserve Fund. The recominehdhtion is obviously objectiun.ible / and the Chamberlain 
commission on Indian currency and Finance has definite*v pioiiounced against it. It is now of uo prao c ; 
mportance. 

Jt is 00 *-ot no pra. ^a 1 importance. , goods «»l* 

4 Water carriage f> ho much cheaper than Rail that it ha ^ been estimated that a, \ fcoutfiamp- 
us much to carry from the Cape.to {Southampton by si a. as it would he to carry the tame 0f evcll ,, n 

ton to Manchester. It stands to reason, since on i he waterways—whether cm rne m unvnt way, at 

the river -the:,'; is no outlay necessary for the construction and imtinte nance m 1 • ■ 1 g |lur hour works 
' I. . . to**** sidings. 


1 cast as compared to similar out lay on the railroad- The 
dredging etc- would all be more thau set off by the railway outlpy on t 
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means of communication. * Now in India the average size of a consignment 
H lliuc h smaller than in England, and infinite by smaller when compared to 
the average consignment in the United States. Railroad transport is c hea 
on 'fn a large scale. The development of road transport is now far more promU 
mg after the advent of the motor lorry—in Tndia with its small consignment and 
short distances, than Railway transport could ever have been expected to be Y t 
in spite of the obviously better alternatives, there is so far no indication tint t^ 
Government is alive to the possiblities of road or water cariW The 

— « „f the milwavs w„uld 1 ^“'" 

any alternative means of communication'to be developed if it i * n perniU 

threaten the profits of the railways. And the danger of this e » " * * ^ t0 

6 enormous vested in¬ 

terest is all the greater, because it forces the*contrast or conflict of int > 

the state and the community too painfully to escape notice or avoiT^ ,H>tWOen 
for a long time. One may, of course, easily understand why the St -1 U ^' 1 * sm 
with its enormous capital outlay liability, and its one good’asset ' lnt * ia 
should be unsympathetic towards any suggestion likely to upset their r<UlWa78 » 
patient painful labours in connection with the railways. But assumC! r ° Sults of 
are great possibilities of an expansion in traffic ; and assuming fur t m 1 thefe 
possible to classify traffic so that the railways arc assigned the \ ^ ^ * s 

valuable traffic which can bear higher rates, removing for the ’Utcj • * or lri01 's 
of ecnununication the more bulky, but less paying traffic, there i s scans’ 

for Hie State in India to look askance even now at any suao-erti n ° rea son 
the energies of their transport department to other channel* i ^ ^ ^ or c ^ Va rting 

P S place oi tie railita-s. ^ 

4. In spite of these disadvantages it has been claimed th t ' Vs 

of the greatest possible advantage to India economicall v s milwa 7 a have proved 

to 1 lie increase in the valut^<jf imports and exppfts, to til ^ ' appeal is made 

•Railways, and tlie amount of earnings of the railways \vi gl0 | U (l ’ ol Gafiie on the 

the trade or traffic returns; when we .study the detaiullV' We 

Imports, the opinion seems to he not at all-unreasonable \° llUhan ex P orts and 

Indian Railways liave done nothing to foster the lmlinn 1 °' Unfo . u ■ ^ tha* r) u . 

the Indian eoBoumerce in the right. direction Hi , r ‘ (aiMt ies and dt\ekn 

• ’ nuy beeu tl\ V, P 

most deplorable feature of the fereign trade that \\ ( . , y? c ou«aon an ,| 

for foreign manufacturers and foodstuffs. whiR. \v ( , ^ < '* raw tiiateti a | s 

bom abroad. The railways have, if anvthino- im "T -11 luan ^aetvu e tl *h;„i 

of oui foreign commerce. Admitting (hat thVr •' * tllls u ndcsir a ld, f ^ 

g^ "-*** .. «*.: TZ 
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observation, we m*y nevertheless observe, that railway rating has an important 
effect on a country's industrial developments.* While some raihVkys .b India 
have -been restrained no doubt by the fear 1 ‘of competition from water 
transport or from coastal shipping, on the whole the tendency of railway rates h W 
been to divert traffic from one Indian port to another, rather than to make a careful 
examination of the effects which the rate imposed would have on the total cost of 
conveying the goods to their ports of foreign destination, and therefore,, pn the 
ability to comete with products from rival sources. Within India, also, the-grata* 
se<nna to pave been so arranged as to afford special facilities for raw materials to 
l„. conveyed to a port for export. | ft is no doubt true that exportable materials 
being in large fjTiantitie.s admit of considerable economies, from the standpoint 
of the railways in the use of rolling stock, haulage charges, terminal expenses etc. 
and that therefore railways can ijuoto better rates, without intending any undue 
preference for one class of traders against another or for Europeans against Indians. 
But until the railways, no less than the Government, accept the fundamental 
principle that in future the country's efforts would be directed towards bringing 
raw materials to the most finished state possible before export, there would be .diffi¬ 
culties and discontent against any rates that the railways might charge ; and our 
industry cannot be said to benefit from the railways as much as it is entitled to. 
The Industrial Commission has laid down the principle that Railway rating so 
far as it affects industries must be such that internal traffic should be rated as 
nearly as possible on an equality with traffic of the same class over similar distance 
from the ports; % and though this principle must admit of several exceptions it 
is the only safe guide if Indian industrial development is to be the first consider- 
at'on of the railway administration in India. § 

(4) 1 he-foregoing criticism is based entirely on general considerations of the 
" tneining p olicy in connection with the railways. Points of detail, even when 

nyvnng i. n .imArf* H aty t 1021 {“5? beun appointed to investigate the question of state V . Company 

the Jlernativt SZvi’ Tr oi ^^ren «e however could if they would admit of their discussing 
tr a Ml t!; an d t*Yu n i' wnn’i i ,ec a, any suggestion of alternatives would mean regulation 

- au..» I oat in us Um, would mean u much more effective state control tliar, i» the case t to-day. 

Cotton of irrigation fume, there lias been luirdly any officer of distinction 

carriage for this country* at ad 
Cotton was of course an en- 
., — sums spent on railways were turned 
Joyd Cotton tin* Parihuentary Committee already referred. Reply log 

ways. Tlic one defect\lf\mYl , l P towards water carriage on the ground of jealousy of the rali- 

itatc letba?g?c° tatc enfc «rprise under existing constitutions is that it- renders the 
list state ran be as 0,1 tbe Wr0D # side. When it fancies its interets attacked the monopo- 

raUwava we once^then uiwgwunabla as any private capitalist- Thus though the Prussian state 
rainlstSttonwa?1ve ft?* 1 T u thc , worl « 1 » had latterly come to be observed that that Kailway ad- 
f hat It had therefore lLfleri” motit UJ,l ° d,in ’ hu-illtles or comforts on the score of cost, and 

text about thejffii,, J ‘ that (rou,,, be <*id of the Prussian Government the remarks in the 

tTow Cami,Jt be considered at all unjustifiable- 

_ ... ** br. nu Belgium and AiitOrix iiimorv ii-iiiu iv nt^s nowf-riul weapon for mdus* 
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• ... developments. Thus in Germany, to develop the colonies all exports oi agrlcul- 
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itiuued an military or political adjunct* and are developed »^...... 

lia\c not to be regulated im on Important engine of industrial development 
I An excellent monogrupii on Indian railway rates h»* recently been 
who put* forth the railway case very vigorously. 41 f ' 

$ Hie Industrial Cmmirisdon (para U7I) mentions the cum'* oi tin? raw 
per cent less for port* than the Internaf rates thus handicapping the ind 
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they arc not irrelevant, suffer from the great disadvantage of being inapplicable 
except at a aiven moment. Besides criticism in detail is often directed against 
accomplished facts, and as such ha? the additional demerit of being ineffectual. 
Wc have of course no desire to minimisephe importance of such criticism. Con¬ 
temporary politics would be impossible if points of detail merely because they arc , 
details, are to be rigorously excluded. But. in a general exposition, such as is 
attempted here, it would be undesirable to attach too much importance to details, 
if for no other reason, because such a course would be likely to make the reader 
or the student lose the sense of proportion. We shall, therefore, tardy content 
ourselves bv a bare mention of those points of details, which, indeed must have 
been telling in tlievr own day, but which now seem to be. somewhat stale, (a) 
Thus the whole system of guarantee may be condemned not because no guarantee 


§L 


was at all necessary out because the high guarantee actually given, inevitably 


involved wasteful construction, besides burdening the Government with a' heavy 
interest charge over a long period, and thereby precluding them from takim> 
advantage of any subsequent improvements 111 their credit and the consequent 
possibility of easier borrowing, (b) With the single exception of the Indian Railway 
Company the repurchase from the Guaranteed railway companies was not effected 


on the first expiry of the contract. The renewal of such contracts even when they 


. . . ^ * .. • - n UCJi L11A\ 

were quite favourable to the Government, may well be said to have unjustifiably 
alienated substantial portion of the public revenues for private benefit. ( c ) The 


price paid on repurchase to the companies was in every case on the unjust basis 
of the market value of the stock at the date of the purchase, which was, therefore 
naturally inflated to the prejudice of the Indian Government. 


Apart altogether from the wastefulness engendered bv the nri • 
system, this display of generosity by the Government of indi / T uual 
V.from one fourth to ouc th.rd more of the capital acutally invested and the assets 
really obtained for the money by the Government. While the Wtoets lasted «he 
companies had been afforded every concession that the temerity of the promoter 
could demand, and the inflmme of tie Directors with the Government of India 
could secure* (d) r lhe system of crediting the profits every half year was another 
spacious advantage of 1 he ,m< « "u might well have been protested against 
by the spokesmen of Indian publ.c opinion. ( e) Tbe preseu t system of ,eleasiL the 
ailwav, even after its acquisition by the Government ,vf 


- - ’ . , J present system ot y 

•*» .ft« it» anjuisition bv the Uovc t , lnU!nt „f ftom „„ itj 

b -til. a .. " ^ lh , Hi 1K J « 

Bat as that paint is more closely connected with « k i *. ^ 

IWtioti ,1 (be li.il.a,- in Indi* we .hail „ ‘ “ f/*1“' 

« ** xe it for discussion in the next 

section. 


* The Government of India in their HI balanced Kud«ets i 
of Increasing in effect the railway rates onsuch important IndnSX' J lave committed the Htmdd mistake 


of increasing in eneci. liib rauwa> rates on suen important ind,.7f V , nave ‘••oimnitted the ntupld mistake 
the time oi writing tliero hs actually a coal famine in Bombay TinAV ro< l ulre,l,Dr ^ eoiU and coke. H 
Government of nefarious motives in thus unwarrantably handicumm V 0,nl>ay mi U-owuots suspect fcho 
meat were only In need of revenues and tlie Railway rate., *1'} V. ! ««*uHtry. U Govem- 

revenue—why uot levy a surcharge on all Rail-borne tradlc W „ T !L 0 M tho moans to increase tholr 
policy Government cannot but invite suspicion as to their ulterior m t i tU ‘ ? 1U t ,e a1t>bouce of such u 
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LXXVIII. RAILWAY NATIONALISATION IN INDIA. 


The question of nationalisation of Railways in India has quite a different 
signification in this country from what it usually has in England or the United 
States for example. Our Railways have practically all been construed by Govern¬ 
ment funds, either by guaranteeing private‘capital when first it was invited for 
•] i v'tnient or by direct borrowing by the Government for such purposes. 

‘ scnt . timO since the old guaranteed companies have all been bought out 

„ pfliWavs are national property; and from the financial stand-point 
in a sense our j . , " . 

t \\y niakc handsome contributions to the public purse. But the question of 
Nationalisation nevertheless occurs in India as in other countries though not in the 
same form, because of the prevailing system of releasing the systems for 
working by the companies themselves on payment of a portion of the profits, and 
the consequent evils of an absentee Board of Directors fixing a policy of Railway 
management not always in the true interests of the country ; the inevitable con¬ 
flicts between the Government Department—the Railway Board—told off to look 
after the Railways and the actual managing authorities of the railways; the 
complaints of the traders about undue preference to some and obnoxious rates; 
the complaint by the employees about unfair treatment and a number of other 
kindred evils. The subject was raised in the Imperial Legislative Council five 
years ago by an Indian member, himself now a member of the Bombay Govern¬ 
ment. ft was suggested that on the expiry of the present working leases the 
Government.should take over the management as well as ownership of these lail- 
vvay^. w hich should in fixture be conducted as a public department of state. Hie 
Government have invited public opinion on the matter, which is thus at the moment 
0 l writing still under consideration. * The stock arguments of the state 
\ v \wi unfit to conduct such a department, in spite of seventy years of blunders 
and experience, are heard in this country as much as in the United Kingdoin. 
in addition U>t he more responsible apprehensions, voiced by some thinkers, about 
the impossibility of realising all at once the different ideals and mutually destruc¬ 
tive benefits expected from state, mangejnent. We are told, for example, that 

if t he Railways are to be conducted in the hands of the State as a Revenue concern 

* 

it would not be possible at the same tune to obtauUow rates for the trader and better 
wages for the employees. If Revenue is not to be prime consideration, then 
the State, we are told, seems to have made the best possible arrangement from its 
stand-point r by leasing the working to the companies. Expert knowledge is obtained 
at relatively insignificant cost to the Government as represented by that 
portion of the profits which are paid over to the managing company. TheUovern- 
ment, moreover, escapes the inertia which would, so it is urged, undoubtedly follow 
if they became the managers as they are the owners of the railways. Not with 
standing the force of these arguments it cannot but be felt ( 1 ) that the 
arrangement of leases obviously costs the Government a shat< o^f thej^- - -- 


\ 


* The practice 0 i elwoaing Railway Director* from retiruR W 1 <,mcarH 
uvea now quite common. 
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the Directors’ fees which might well be an addition to the public revenues. The 
additional work on the Railway Board will be very little if "die management is taken 
over along with the ownership, and the possibilities of a more Rational outlook 
would be much greater. (2) The apparent conflict of interests between the Rail¬ 
way employees if turned into public servants } and the general trading public is 
though not entirely unreal, still a distant contingency in India. When it does 
occur there is nothing to prevent special legislation to guide the employees in such 
services of Public Utility, as they have done in the United States and in the Domi- 
nion of Canada, and thereby minimise the'chances of a conflict which would result 

in serious losses to the public. Complete abolition of this possible danger is o t f 
the rmostlnn sn Inner hq KoliAnolicotmM in J __ -» 


& country’s 


the question so long as Nationalisation is adopted in one branch of 

industrial life only; but we can help bv such legislation to reduce f u 

. ° occasions of 

conflict and to lessen its intensity when one actually occurs. 'pp e 

interests between the tax-payer and the trader, is as far as we can now see ^ 

to be more serious. The Indian Railways are now a paying concern and* 

body expects them materially to assist the Exchequer in the future, T} ie ^ ^ 

ways are also recognised to be excellent weapons of affording substantial ti ^ " 

disguised, assistance to local industries. It is more than probable that the ^ * 

for a readjustment of the railway rates in India so far as to favour the local ^ 

would in the immediate future assume a very serious shape. The state * ra< ^ cr 

ment of Railways* would naturally make the demand.more intense and ^ UUa ® e ~ 

appeasable than if the railways were managed by the Companies. R v ^ eas ^ 

of rates which would not take into account even the cost of operati * * 1 tment 

ceivably involve some loss apd consequently the expected relief to tl con '* 

might be substantially reduced. This is indeed a serious cunL^ h Y UXWcr 

fforentiation between the tax-payer and the trading public is i t 11 ^ le ( ^ _ 

and the assumption based on^uch a differentiation may quite™, uccurate » 

out in practice as per expectations. Besides, the railways are likeR-'!^ ^ W ° F . k 

profits by reduced rates or readjusted rates, rather than 1,^ .. ' ° f \ to t,KU 
: . ,, , . . f , , . as much from an 

inevitable expansion of business, as from the higher charges on seldi ted 

intended to be discriminated against. The Indian Railways Cannot vet T , 68 

have reached what in economic theory would be called the limit of w V 

principle of increasing returns. There arc possibilities of considerabl ° D ^ 

in the working expenses in getting the fullest service from the ° re Auctions 

engaged ; and, therefore, the assumed conflict, even if it d men an< ^ materials 

afford a solution not at all hostile to the principle 0 f state"^ ^ aceis > Ukely t , 0 

ways. On the other hand it is too patent a fact to need 1 m ^ a8enient of °«r Railt 

support it that a truly national policy in Railway mau J* 7 Limtecl ar S*mientsto 

ed so long as we have the Boards of Directors located in a T* * ^ to be 

the authority of the Government of India; so long as the c ** ^ amenable to 

reolors from among the influential retired public servant?! °* Selectb e‘ 

Whethef it is the question of the treatment of the third oi° Contiau ^-* 

“1 -*--- ~ p3SSGl\tr(3£g UT i 

w»«t d “f “'*» '«■ **» -- 
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provide the Bulk of the passengers traffic and also the greater portion of'the earn¬ 
ings on that traffic, or it is the question of the treatment of Indian labour in the 
railways, or the adjustment of rates for the benefit of Indian traders, or the 
provision of efficient well-equipped workshops and factories in India for the supply 
of Railway plant and material, our Railways will not afford the fuli benefits, direct 
and indirect, that might be ligitimately expected from them unless they are State 
managed. This aspect of the case outweighs in our opinion all the conceivable dis¬ 
advantages of state management, even if every one of them should materialise. 
We have vet to learn to look upon the Railways as something more than military 
convenience and commercial facilities; something in addition to a source of revenue 
to the state and employment to a considerable section of the population. And this 
wider purpo.se of the railway will not be accomplished with private management 
and absentee directors, with indifference to public interests and insolence to the 
travelling public. Adopting such an attitude as regards the existing railways 
we would of course support the suggestion that all further construction should be 
carried out directly by State agency without an intermediary to create a powerful 
vested interest which might conceivably be difficult to deal with at a later stage. 


On the whole then we must pronounce in favour of a policy of Railway 
Nationalisation in the sense in which it is applicable to this country. The Railway 
finance in the future, if properly handled, would not only afford surplus revenues 
sufficient,fo construct the additions absolutely necessary; but also to provide 
enough margin to undertake the necessary irrigation or navigation canals in aid 
of or as a relief to the Railways. This is altogether besides the indirect advantage 
of the Railways to-day in providing industrial technical training and experience 
in assisting the trade and industries of the country, in developing parts which are 
yet unde\ eloped. It would be a considerable relief to the public Exchequer in 
the construction of Railways if the policy of encouraging local bodies to build 
their ow n local railways on a less ambitious scale out of their own resources on their 
own ci e fit is developed considerably more than it is at present- The grave prob¬ 
lems of social reforms which have already made their, appearance in crowded cities 
like Bombay or Calcutta, where national interests demand imperatively that con- 
jestion should be remedied at the earliest opportunity, the construction of light 
railways or tramways would prove an indispensable adjunct of the reform move¬ 
ment. But it would be an unjustifiable waste of public resources if such construc¬ 
tion is handed over to private Companies uncontrolled by the Municipal or Dis 
tnct authorities, and would involve a lamentable, because avoidable, inequality 
in the distribution of wealth which sooner or later would bring dire consequences 
in its wake. Out of the possible present, requirements of 50 crores for additional 
necessary construction it is not an exaggeration to say that 12| crores to crores 
at least can be provided from local funds over a series of 10 years* if only the loca^ 
authorities were properly to develop their loflal powers of taxation and boric** & 
and the exploitation for their own benefits of tbeir Ideal resources. Besides, one 
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such an arrangement the local bodies will judge for themselves and would be ob¬ 
viously more competent to make a suitable decision as between the possible alter¬ 
native means of communications; a new light railway, a navigation canal or a 
fleet of motor lorries on improved roads in the light of local conditions. The 
resources would thus be economised in the best possible manner with the chance of 
the greatest possible benefit. 


The question of separating the Railway Budget from the general finances 
of the Government of India would, if realised, add materially to the rapidity and 
expense of construction. It seems unlikely, under the existing financial position - 
of tho Government of India, that such a consummation would be reached in near 
future. But even if it were accomplished,’ and new railway construction were to 
be judged on the collective result of the existing enterprise, we would still consider 
it advisable not to hasten construction until the alternative means, of transport 
have been fully considered. 
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Chapter viii. 


--«- 

OTHER SOURCES OF REVENUES IN INDIA. 


LXXIX The Importance of the question The need for Additional Revenues:— 

After this brief examination of the existing sources of Public Revenues in 
India, we may noW turn to the consideration of possible additions to these revenues 
in case of emergency. The problem, however, demands at the very outset a con¬ 
sideration of the question as to what, if any, is the need for additional revenues 
in India at the present time. Since at any rate the commencement of this century, 
Indian Finance has on the whole shown a creditable record, in which, despite some 
mistakes of policy or misunderstanding of ideals, the two sides of the national 
balance sheet have fairly generally blanced, leaving, if anything, a favourable 
marging on the whole.* Apart from the War period and its necessary additions to 
the tax burdens, there was a marked tendency in the earlier years to a reduction _ 
iji taxation | in consequence of the disappearance of the main dangers of the 
Indian Financial System, which were so conspicuous in the last quarter of the 
preceding century. We have now very little to fear from the bogey of Famine 
not because we have yet succeeded in abolishing famines in India, but because, with 
the provision already made, famines as such have ceased to command that 
attention or excite that apprehension which they used to do in the last century. 
P amine Expenditure is still a considerable drain on the Indian Exchequer, all the 
jjioic serious because it is so uncertain; but thanks to the scheme of Famino 
Insurance, and the measures taken in cosequence, thanks to the extension of 
Irrigation Works, and, to a smaller extent, of railways, neither the loss of life 
not the ic*i euls of the now ancient Famine history of India need be dreaded in 

in silver, again, which was such a portentous phono- 
111 losing years of the last century has not only been arrested, % but at 

the pi sent moment, is causing considerable gain to the Government of India in 
+ I revision, .therefore, for additional revenues to meet 


of iiui-pluB, According century there have been only four yearfot deficit and sixty 

£2>8,466,365 while the total deftnifo Pub “ c Accounts the total surplus during the penodaraountccl to 
The ordinary/ deficit duSto/hT Ranted to £11,002,241 leaving a net favourable balance of,.£*02.700. 
ot 1919-20 and 1920-21. which tA Vaf years is also included In these figures. If we include the deficits 
would bo reduced by one-third. CFC ^ ua ‘ a wittily by the Exchange fiasco, the favourable balance 

stages /rbm araauM^R n8 i In Nation have taken the form of (a) reduction of ^It du^' by 

Income Tax. (c ) The dkrrnH^ 0 ’ A a mau nd (b) the raising oi the limit of the income exempted from 

Vmb to be a L Uatl0n ot Provincial. Kates; (d) the decline in the^Opium to]*™*: 


or India for now nearfv 1 * . m wen the case as regards too ouri f again , f, -2 

Had Mie rupee ha? Y-n ;t centur - v thc above was wittteu the 2 /- bae‘< f S^patlou «;f f r 

^rlinit bv <hl e r ioWer (Mflrch l921 > than at any tin- foe. 1*18. 1020Jforbids 

fhcui now( ... .ifww 1 ! 0 V in the mad hasto to give the WAvnlungc even th® £l—la 

lAiril. March 19211) to adopt tho only measure which can restore e ^ c 1111 
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possible loss in Exchange is no longer needed. The uncertainties of Opium Re¬ 
venue, too, need not disturb the present day Finance Minister, as that source of 
Public income has already gone, and the revenues have now been adjusted to meet 
the loss. The normal growth of existing sources of revenues seem to be quite suffi¬ 
cient to meet all possible demands on the Public Purse, assuming, of course, that 
the general principles of Public Expenditure, the accepted ideas are not changed * 

The investigation into this problem of additional sources of revenues 
seems, at first sight, to be a little academic at best. We cannot, of course sqt 
about such an investigation merely on the theoretical question whether or not 
India is comparatively speaking lightly or heavily taxed. The question x has 
had its importance at a time when the ingenuity of the Indian Finance Depart t 
was much exercised to make good the increasing loss caused by the continue ! f \\ 
in the value of silver, combined with a war scare and recurring Famines. But t 0 
even supposing that India is relatively lightly taxed* there is hardl - ^ 

financier of standing or reputation who, on that ground alone, would s Uo . 
serious investigation into this question. It is, indeed, the mark of prudent « ° . a 

J , • , P , . . ' . , tmancins: 

to be prepared lor contingencies and to provide some untapp^j 
In the old days the Finance Minister could always fall back on the Inc*o , * 

on the License Tax, or the Salt Duty, to meet a sudden emergency, wh 
considered uuadvisablc to finance by borrowing. But to-day we ^ as 

ing any of these as exceptional sources of public revenues to be utilised C °° sl< ^ cr ~ 
event of serious necessity. Though, as the war experience has sW Vll 1 \ * n 
for increase in the rates, and consequently in the yield of these taxes * 1001X1 

theless, true to say that they have become permanent features of ? ^ UeVer “ 

and, as such, cannot be considered in the light of a reserve ^ S ^ em 

when the Strachey brothers published their work on India 7?* "° ars a o° 

Works, they could well urge^-Jiat as there was no productive s la ^ CCS an< ^ ^ u ^ lc 

Indian Financial System, the question of additional sources of revenue 

than a purely academic importance, though even then the rL \ Cln,e more 

enough to believe that the ordinary revenues were sufficienW°Ji\ 

demands upon the Exchequer. J To-day it could not be nnitp f ,* . orc aT y 
_H--to $fcy t 

* We lave deliberately left out the military factor.. W&ra are not vet ~7-—-- 

history and the two First Peace Budgets oi India give no indication 0 f am- Vh qmte ,Wished iron i~~- 

in quarters tnnt count in India. Mesopotamia and Aiganistan are froucht attitude in ♦ ?} * lUTft an 

chief at the hands oi the Indian Jingoes. But soli, it the League of Si' Ul \ l ^uicnAd nZihuV- 4 Matter 
fever will subside even in pidia though it would take time—perSapelonol^Vu 1 ^ ls realised wp n for mU- 
(Marcli 1021) mid the explanation of the military advisors of the Z 801 thim daewheri? \ e P1 be ! 1 ® v a the 
altered angle of vision of our bureaucracy. Ulc Uov er ament of India i„ lbe utesl Budget 

■g l bo Pt* oran 



_ u as a rule niKl a • 

f“l» individual. Even 11wT«S tafte ac •Srate^nU L lov ' «WaSV* rau «t nscertai., IlgHre ’oi 

’ 8stent oi tll ° «aeriflo« involved In the pavmew °nf 
*ouW serve no n«ffci ~ e |» pta ctC of «*» 


sons would serve no tisefM purpose in pravtice ‘ l of u >e taxesand ,. n WouUl diS, ,,i ,«x 

* «• d. Wlmt would bo tVtntal ? rnssinusm. It is who w, .. . . . 

dll crores a year for education ; 
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,ho Indian Budget gives cause for apprehension owing to tl;e absence of an} 
productive sources of revenue, owing to the absence of elasticity in the revenue 
system as a whole. 

Tlo real reason, therefore, we should be at all jos.ifol in st^ .uch 

an enquiry, is to he sought in a change of lb.- We havg progressed 

* y ' n t t i ie d u ty of the State has altered in the interval 

since 1880 , and our conception ot the ciuty u ^ 

cognition. We have definitely accepted, or we shortly must accept even 
i ^Irrdia the taxing power of the State as a great weapon of Social Reform and 
I lustriai Assistance. We look to the state to recast our entire education 
system akd increase its expenditure proportionately : we demand from 
the State substantial aid in combating disease and poverty, in fighting the 
chronic indebtedness of the Indian Agriculturist, and overcoming the apathy 0 
ignorance or inexperience of the Indian Trading and Industrial Classes. W* 
expect Demonstration Factories and Experimental Farms at public expenses 
We seek a better, healtbeir, more equitable distribution of the national wealth 
by means of wider extension of public or collective enterprise; and until tin* 
ideal is realised by means of tax adjustments, a more equal measure of sacrifice* 

, for the public needs. We try to utilise the powers of taxation m fighting evi > 
habits or customs which are injurious to the individual, and through him to the 
race or the community, until we have so far educated public conscience as to 
make at least the majority recognise the necessity ofabsoutc pro 1 1 ion 
deleterious consumption, or complete abolition of harmful custom-, 
the circumSmnces, investigation into the problem of now taxes or wild 
additional sources o£public revenues, has a vital importance on the future wealth 
and happiness of the community as such. 


LXXX. THE POSSIBLE SOURCES OF NEW TAXATION. 


If we compare the Indian Tax System with any European or American System 

0 f taxation, with a view to find out what sources of taxation are yet untried in tfiu 

country, we w'ould discover many which are cpiite unknown, and have, therefore, 

been pronounced unsuitable for this country. It is true the difference in condition! 

governing Indian Society from those governing European or American Society 

explain to a large extent the absence of those branches of the tax system which in 

other countries are so productive. • As a rule however, the assumption is quite 

empirical that because a tax is unknown it would therefore be unsuitable as well, 

or more plausibly, because the conditions of orthodox Indian Society 

rendered (he experiment undesirable from a political point of view 50 years ago > 

that, therefore, the same apprehensions should be entertained even if the Indian 

Society has admittedly changed in the meanwhile. Given the necessity oi justi 

ficution for an investigation into the possible additional sources of revenue as alm\ w 

we shall, however, proceed first to discover new taxes, those being the 0 v J 

orthodox methods of raising public; revenues, and think of othm a a 

• 1 1 i o such hypothetical 

concurrent sources of income, without assigning undue weigm- 
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considerations of suitability as may have had their justification in the past, 
blit do not, on reflection, -seem to have the same justification to-dhy. 

' (a) NEW TAXES ALREADY PROPOSED IN THE PAST. 

i 

*In the Strachey Brothers* work, already inferred to, taxes are mentioned 
which, in the opinion of the authors, might well be resorted to in financial emer¬ 
gencies without the burden proving appreciably hard or without their incidence 
disturbing the national industry. Some of their suggestions, like the one relating to 
IncomeTax, have no great importance to-day, as those suggestions have passed 
the stage of being considered extraordinary sources, and are embodied as 
permanent features of our tax system. On the other hand other suggestion like 
the one relating to land rates, must now be approached from a different standpoint 
tltogether. As the authors anticipated, educated India * now considers the 
Permanent Settlement of Bengal, and the consequent inequality in the burdens 
of taxation in the different provinces as an -institution which stands in need of 

radical modification in the interests of the community at large. But th* 

c most 

appropriate mode of modifying the permanent settlement wquld be rather by 

means of an extension of the Income Tax to these incomes than by any system 

of Land Rates, as proposed by the Stracheys. For it is not inconceivable tint 

cates on land may be actually shifted on to the tenant, and the Zamindar might still 

escape the burden of the tax. Such rates, moreover, would have to loe mee^s* *1 

made moderate, while the Tax on Incomes may be made to follow the oxisgenci ^ 

of the moment more easily. If we assume that the npfaxed income of the B ^ 

Zamindars amounts to Rs. 2(J crores a year j* which, as much by its size as l ^ 

*,ase with which it is acquired, might fitly be taxed at an av^ra^e rate of 9 ^ \ 

■ the total increase in the income Tax would from this source ° /0> 

uione amount to Rs 5 

crores. And if that is not quite enough to secure equality of sacrifice 
duty may be imposed on the same class of people to add another Its "-zTcrore'- 
«) year to the Exchequer, ^rc are landlords also in the United lWinccT'in 
Madras and the Central Provinces and inNtlie Punjab; and though their assess¬ 
ment was not originally quite so liberal as that of the Bengal landlords, thev too 
have escaped their just burdens of the national requirements. A\k)wcther ' 
would be a modest estimate to say that the Income Tax, coupled with a f . ,• ^ 
duty, affecting great landed property, with a rental exceeding T^. 5 ooo !' 

4iid at a rate varying from 5% to .33 % ought to yield at least ^ 

more to the revenues ithout in the slightest degre^ provim ] )nr ] * ^ ci'Ores 

* "Xhe time will Inevitably come when the Intellgent portion of 7i v ___ 

•ppreclate i he I act that in euuscQUcuce of an arrangement ianorant),, co »unmity in . T - 

efa^s in the richest province ut i lie Empire bears ihr than its H?, lltail v til! „ est of BidlftwiU 
other provinces, alll of them comparatively pour in natural resom-pV^ 8bar ^ oi rmhllS 11 ^ry ago the richest 
*■ \ ear of taxation irom which they could otherwise be evemui mi therefore w ' a htirdjByoa ; that, tin* 

* fesss 

i ho* In f e ^hmkt®d this yield from find rates at £ 5 million ^ ^ the \otcs 



$/ The mention of succession duty suggests another tax that is conspicuous by 
its absence in the Indian Financial System. But the conditions of Indian Society 
in this respect arc fundamentally dissimilar to those of society in Europe. The 
r a- the taxable property under such a tax would of necessity 

grea er propor ion t p, e • agriculturists ; and as the agricultural classes 

be paid in this country v) & . 

• re bearing their share and more of the national burdens, it is alleged 

admittec y ar v ave n0 future in India. The bulk of the cultivators or 

that Succession D , , . , , , ,, • 

11 i , u i owners would no doubt have to be excluded from the operation 

Ul succession Duty; but there is no reason to exempt the larger land' 
1 ds who hitherto have not taken anything like their fair share of the 
country’s burdens. In their case , moreover, the administrative difficulty occasioned 
•by the absence of any machinery for the collection of such a tax is insignificant, 
a s the law and practice of succession is analogous to that of England, and 
a similar machinery can be easily instituted to collect this item of revenue. 
As regards personal property, it is true that Indians have not, speaking very 
broadly, yet acquired the economic habits of investing all surplus wealth, and 
thereby rending the transition from the dead to the living an easy stage for taxa¬ 
tion.* But within the last twenty years, and still more within the last five' years, 
conversion of personal property in easily realisable and earning forms Las made 
appreciable advance; and certainly in the great towns, the taxalion of per¬ 
sonal property by means of a Succession Duty is now-a-days much more 
easy than was the case forty years ago. It is difficult to say what ex.u tl\ 
amount thus held in the form of Stocks, Shares, Scrip, Bond and Negotiable 
Securities, Mortgages etc. Judging from the return of the Registrars of Joint 
Stock Companies and Finance Department as regards the National Debt it would 
E ot be much under 500 crores in India itself. On a; rough calculation it may be 
assumed that about a tenth changes hands every year, and may be brought 
under taxation by means of Succession Duties, and yield about 5 crores. 
There could be no great objection to the Succession Duty, if very small P 10 P er 
ties are exempted, say those uuder 5,000 rupees value. There is, however, the 
k a urged long a o° hy Sir James Stephen, that a succession duty m India won 
* fa most inkfmtably as, under the svstem of Joint Family and Joint 
°P e ‘ Fan# Property, the demise of the head of the family in most instances 

V, be an occasion not of additional strength to the survivors, bu 
W °V s owing to the earning member of the family being cut oft, and the conso- 
difficulty of making the property pay. As far as this argument affects 
?j Ue “ se 0 f small proprietors, it is unanswerable. The co-proprietors gain, on the 
I ie t | J ,,f one of them, to the extent of the personal requirements of the deceased, 
eE ' ^ . } oS e to the extent of his earnings which arc frequently more than 1 is own» 
bUt , a The gain is frequently much less than the loss. But if we expempt 

expenses- 

—*■ .I I* of course commonly alleged that Indian capital seeks no an( J y' 8 

* i- 1 .* f: however we evi^nd ths piphtiIiuz of the term Investment to' Afnicultiuxil XiOiinA: and 

jfor records of such loans the question of aucccWon duty would ose much of tb« present 

asJSi'S5<w 
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US we must, very small properties from tlie operation of such a tax ; if we set ^ 
up a reasonably liberal system of refunds for excessive collections; it is not impos¬ 
sible to believe that the Succession Duties might, even in India 5 afford an 
easy, convenient, handsome source of Public Revenues. 

H 

Another very productive source of revenue would be found | in the consump 
tion of Tobacco. It is certainly not a necessary of life, and is yet consumed by 
very large numbers of population in India. It is certainly not a beneficial habit 
and the taxing authority may have similar justificatip^ as, in the case of the 
Excise Revenue from the consumption of the intoxicating liquors and drugs, 
for attempting to obtain a considerable revenue from this not quite desirable 
consumption. Tobacco monopoly has already proved very lucrative in Exance 
and Austria-Hungary, and there is no rea^cfn to believe that it would be otherwise 
in India, True, the cultivation of tobacco is scattered in the different provinces 
so much that the task of supervision with a view to prevent evasion of i\ lQ 
monopoly is likely to prove arduous and possibly expensive. But the e X pe 
rien6e of the Provincial Agricultural Departments would, after a few* years, suffice 
to obviate this difficulty; and, in course of time, a machinery Would be evolved 
which would pr&^ut the infraction of the monopoly at the same time that it 
would collect the revenue. Possibly the revenue would have to te collected 
.following the opium model, in two steps; a license fee in the first instance for the 
cultivation of the tobacco, subject always to the understanding that all tobacco 
grown shall be sold at prescribed rates to the Government exclusively, q 0veru ° 
meat undertaking to make advances during cultivation from time to time 
required. • The crude tobacco may be manufactured in a central state l act 
and a monopoly price might be fixed by the Government. tor the vend ofThe 
^cigars and cigarettes at poA 'offices or other public agencies. r r 0 mu ^ t ^ 
monopoly effective the Import Duty on foreign cigars and cmarpff^o 3 /? * C 
in other forms would haVe to be raised proportionately, so that % total revenue 
would probably be somettfag Jiko 10 crores from all such sources combined.* 

These three taxes must be introd^iced in our tax system as much because 

without such taxes the incidence of burdens is grievously unecivml ^ 

because, if the suggestion here made for the expansion ol tjbue activity 0 { 

State are adopted, the needs of the State will not be satisfied 

such sufficient addition is made. They represent the minimum wfiiciT- 

ing to our calculations will be needed by the Government 0 f ° 

actuated by a truly Indian national sentiment, and undertal- 

of national development which has so far been woeful! 1 l )l0 8 rai nme 

other taxes which, perhaps, would not be Supported ? 'I'here an 

- gl ' 0Und much of tin 

jvenue at £ 4 :--—— 



are 
.e 




CO revenue, by to von- nature, must wearily gi CTS "inter ^ ’CT 

bo made to secure uniform,ty of the tax. The Vuport DutymiSt bo £SSi 
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4 r , «. , .w fl 1P effects of tlie tax in discouraging or putting 

«“»> ° f lte S 'f' ?r L cttol Th„. it i. a notorious (act that n.ucla of 
an end to some harmful „ and artisan spring. fro„ i.jndiciously 

the indebtedness of tl«WI like molri , ge or fonerek. * If, by a 

heavy expenditure on ^ , a fairly heavy ta* on the exoenditure 

system of Registration ^ w ' ere levied, there is reason to believe that the 
attending a ™ amag ® n ^ turc> ^ ^ conside rably reduced. To be effective the tax 
present .waste u q ’ the doublc princip i e 0 f the scale of expenditure, as 

will have o fe ^ yg Tbig lattcr j s an ideal of social reform which will 
wc*r t/llC <*{5 C ^ f 1 

be perhaps more easily effected by means of taxation than by an amount ot preach- 

} n ,r. The long established custom of injuriously early marriages among the 
Hindus as well as the Mahomedans in India would receive an effective check, if a 
proportionately heavy tax is imposed where either of the marrying parties is under 
say ten years of age, the tax being reduced with the addition of eieij jear 
to the age of the parties till it disappears altogether when the parties are over 
fifteen. There are nearly five million marriages a year. At the flat rate of Rs. 5 of 
Licence or Registration fee for every marriage or a graduated tax according to 
Expenditure, concurrently with the License duty, ought to bring into the Exche¬ 
quer about 5 to 7 crores of rupees at least. There is for tic a ° ,l ; s 

• no danger of the tax acting as a deterrent to the celebration of nuptials n, _ 
and the promotion of irregular unions, since the very .Hgcs inajon > 

Indian people regard Marriage as a sacrament, which wi nou oe a 
sake of a small tax. To the social reformer the tax woulc in .1 F° 
welcome, thpiigh it is probable that the tax might not comnund t ie ^ 

with the majority. As the reform of the institution of Mairiage is ex rem y 
desirable, and the prevention of wasteful expenditure equa 11} to In wished 0 , 
the tax may be advocated, even though it should in the long run invoh 0 a certain 
measure of unpopularity. To an Indian Government constituted differently from 
the present one, and resting on the support of the people, such social experiments 
would liot seem hazardous merely on the political danger of unpopularity, though,, 
of course, the Ministers deriving their power from a majority of votes may not feel 
sufficiently bold to venture on such steps. It would be disastrous for India if 
the spread of Representative institutions spells a' stop to Social Reform Legislation. 
We prefer, however, to believe the leadership in India would be as much 
the result of personal magnetism of the leader as in any other, countries; and that 
the education of the public conscience by such leaders would make such ex¬ 
periments much more easy that they seem to-day after sixty years of the tomplnte 
Laissez-faire in this respect. J n any even this would not be a tax on which lfc 
.would be quite safe to rely as a permanent, productive feature of the budget, 
except in so far as it takes the form of a small Registration fee. In ’ ' 1( cal 

It.fa h curious testimony to the similarity of human nature tr, at cve^^^y the exr rT ‘ ence 
t^oplo make the largest proportional provision xor the funeral expenses, a.. 
a the Provide^ Sodetfee, 
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"years, however, it may yield very substantial sums, if the governing classes 
^ would have the boldness to adopt such measures. 


1 



Other taxes besides these may be discovered by a diligent search and may be 
imposed according to the finacial necessities of the moment. With varying 
degrees of productivity we might mention a tax on Houses, a tax or Motor cars^ 
carriages or other vehicles; a tax on Horses, servants and other means of display 
rather than necessity; a tax on betel loaf and areca nuts. With the exception, 
perhaps, of the last, these arc all taxes likely to be most, suitably managed by 
Local bodies than by the Central or even the Provincial Governments. In view 
of the suggestion that local bodies should be encouraged to extend their sphere 
of activities by undertaking productive publfft works within their means, such as 
light Railways or navigation Canals or other more suitable local industries, such 
additions to the Local Public Purse cannot but prove welcome. I n large cities 
like Bombay or Calcutta, the House tax and the vehicles tax may quite possibly 
be made to yield substantial sums, j And even in smaller towns they would certainly 
fall on the classes best able to bear such taxation, and thereby improve the credit 
of the locality. As adjuncts to the Imperial or Provincial Finance we consider 
such taxation quite unsuitable. 


LXXXI. OTHER SOURCES OF REVENUE. 


But while the possible sources of new taxation cannot be expected to meet 
fully the requirements of an ambitious programme of Industrial development 
and Social Reform, we must realise that a well planned scheme of Industrial 
development might, after a. very short period, yield substantial revenues to 
the Government and thus facilitate its own extension.' There are a number of 

obviously paying industries which the Government of India might start or assist* * 
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and which, if only the programme is carefully planned in advance, would,; he so 
productive as to meet the burden of further evasions and nnprovoments out of 
the revenues of projects already commenced. Thus to mention but a few o * 

£ and In*." ow«d *£• »*«* "™ e *»"« **£ 

, , _ rnmP nt. would meet all its expenses and leave a handsome surplus, 

ment ofthewovenijii * . 

i i; PV p the calculations of the newly started shipping companies 
if we are to peuev ^ ■ 

country.* It would obviously be a source of considerable capital outlay 

at first though nothing like the outlay required for the Railways. The total 
capital required for such industries would have to be borrowed, where the revenue 
surplus would not suffice to afford the necessary means for construction and im¬ 
provement. Then again, there is the motor car industry. The possibilities of 
this new industry are not yet fully investigated, and it may be fliat the poverty 
' of India in the matter of iron and steel may render the profitable establishment 
of this industry difficult. Should, however.it be found possible to undertake the 
project Government would obviously be the best agency to tackle it. The much 
more profitable industries, still untried in this Country in spite of great possibilities, 
are the industries connected with Forests and mining enterprise. Banking and 
Insurance business, which to-day bring crores of rupees of profit to private indi¬ 
viduals, rendering by no means the most efficient service, are a legitimate field 
even now of public enterprise. These would mean, without even a period of ini¬ 
tial waiting .considerable revenues to the Public Exchequer. If in addition o 
the orthodox or conservative Banking and insurance business, the State embarks 
upon a more ambitious scheme of Industrial and Agricultural Banking; If 
besides, the hackneyed business of Fire, Life and Marine Insurance the State 
afmuL Insurance against Railway accidents, against burglary or other similar 
i.Lks, against industrial disabilities and agricultural pests, the business can 
br'C v considerably extended, causing very little additional outlay to the State, 
particularly, if the Post Offices and Railway stations are utilised to servo the 
public in such matters. The public confidence will be all the greater in such 
enterprise whefi conducted by the State than when carried on by private indivi¬ 
duals. I he existing private institutions of this kind are admittedly inadequate 
for the needs of the country even in.the limited busineess they transact. There 
could, ■therefore, be no reasonable objection to the State extending its activities 
in the same sphere for public benefit; and the existing corporations will in all 
probability .gain by the support of State institutions when established. The 
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it forge capital it would ho host to confine theJml us try to the 

5 Jto* only danger that at this st^e lias to be feared M W 

believe, however ft if totalisation of industries takes place irresractive of « f the Industrie® 
fcffil ODiSm th] of a national sentiment combined with the use o ^ provincial 

ieXusiwl a i r U tluiy nutional oh > oct would go a long way to initiate the io 
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/ A. . 

A ^ revenue irom a well developed Banking and Insurance enterprise alotu^ may be 
put at the lowest at. not less than ten crores annually.* 


<SL 


The question of finding the necessary funds for the establishment of all these 
various ventures has again and agaign been indirectly referred to, but not speci¬ 
ally discusssed. Borrowing would no doubt have to be resorted to on a large scale 
for the initial outlay, while all subsequent extensions may be expected to be met- 
out of the current revenues. The Government of India has ^lready accumulated 
considerable reserves for the stability of the Anglo-Indian Exchange, and for the 
convertibility of the Paper money in circulation. A portion of these funds ma be 
safely diverted to such projects, particularly if simultaneously improvements 
in Banking facilities render the apprehension^'about exchange and 
relatively innocuous. There arc, besides, considerable amounts locked • 
charitable funds which might, if the Government commanded the full confides ^ 
of the community, be utilised for the same purposes, j The sums possessed 1 - 
Religious bodies and remaining practically utterly idle hte another source of 
capital which a national Government of India must tap rather than render it, 
credit sensitive by a resort to foreign money markets. It would be bold i 
how much the immediate capital requirements of India could be provided t 
India herself; but, a modest, estimate might suggest that half those needs eoul 
met by indigenous resources, if only the Indian financiers know the r jo fit >U ' ^ 
to set about their business. J 


The object of these suggestions for the extension of State enter •* 
industrial is two-fold. On the one hand wc shall need cnnsiderabl >' ° ^ matters 
works of moral and material benefit of the country, which cannot b f K ° luces 
existing resources. On the other hand the undertaking 0 f ^' oia the 

have been suggested above, would necessarily result i a the’ creaticu pi ° Jec . t f as 
employment, and consequently ViWc wealth, which alone can combat t he'‘ , ' 1,t, °! lal 
poverty of India. If the proportion of employment, which now obtains^ bTtweef 
agricultural and other occupations, can be altered even by the addition of** 
third of the present agriculturist population to industry, transport or commer^ 


rilllfillssllp 

system, tlio posaibiiity of gauger would be considerably reduced and cheque th ?^ 

to economise the u.so of metallic money. * UU P eo Ple Would gradually Glr ° 

* No one can say exactly what amounts are lucked im ^ 
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suggestion to divert, this wealth lor industrial or other sodni neVLI l ' blU '-eHRcd^ U< *im 01 > tl,e possession* • 
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sects, the figure would be large enough Ip, all oUS^moat vk,?’ n %. 
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the pressure would be substantially reduced on agriculture, and the - horrors 
of famine and unemployment would be avoided. 


As already mentioned it is impossible to outline all the reasons why we 
have advocated State or Collective enterprise in at least new industries. One 



Industrialism of the West does not admit of any question. There is no hope for 
the handicraftsman and the small artisan or else there would be no chance for 
India to become a great industrial country, f If this principle is accepted, India 
would be able to avoid all the dangers involved in the class conflicts, monopoly 
pressure, private greed, waste or short-sightedness if from the outset the principle 
of collective enterprise is frankly and fully adopted, in at least those industies 
which, admitting of large scale, concentrated operations, are yet quite new 
in the country, and therefore have no vested interests to contest or conciliate. J 



ih vhfld imuuuuCUStUUU WHJUI, W11 JJUb UO WIO UI1U 1UUUX 01 SUCCCSS ! IOT tllG 

ttD3orooa more and more by increase in wages or by ckeaner service to the community. 
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LXXXH. SUMMARY OF RECOMMENDATIONS. 

Wc have now reviewed the principal sources of revenue and expenditure oi 
the Government of India and made our suggestions touching the improvement oi 
a good many of them. If the recommendations made in this work were all given 
effect to, the Budget of tlio Government of India, taking the Imperial and-Pro- 
vincial Accounts together as has been the case until very recently, would stand 
somewhat as follows :— 


11 


Revenue. 

Land Revenue 

Opium 

Salt- 

Stamps 

Excise 

Customs 

Income Tax &c. 

Forests Domain 

Registration .. 

Post Office 

Railway Property 

Irrigation 

Industries 


In Crores 
of Rupees. 

.. 20.00 
.. 3.00 
s .. 7.00 
.. 15.00 
.. 35.00 
.. 40.00 
.. 35.00 
.. 10.00 
.. 10.00 
15.00 
.. 40.00 
.. 10.00 
l. 10.00 


Expenditure. 


In Crores 
uf Rupees, 


» V 


Total Revenue 


..250.00 




Direct Demands 
Interest on 
Industrial Debt 
Agricultural » 

Transport „ 

Unproductive „ 

Departmental. 

Education 
Police 
Post Office 
Sanitation 
Law 

Agriculture 
Miscellaneous 
Pensions &c. 

Transport & Communications 
Defence 

Industrial & 

Development 


20.00 

20.00 

15.00 

15.00 

10.00 


'1.1 \ 

.. 40.00 

•• 

.. 10.00 

• *\ \ v\* 

.. 10.00 

• * 

.. 5.00 

n . 

.. 7.50 

* • 

.. 5.00 

• • 

.. 7.50 

*• 

.. 15.00 


10.00 

35.00 



l„ th.se figures, which are, oi coUtsc, very rough.gue.sSM the priuibles i„ ,1 
o.d have already been discussed before. The only explauatiui tl mvo *** 

ed here is. The land revenue has been reduced from 35 to 20 G- ^ ^ °^" 
with the principle of exempting a minimum of income wT W ^. accotdaiK5e 
while fhe ideal of abolishing-the drilik traffic or that in other Again 

nevef be lost sight of, and that attempts must steadily be made to * i mUSt 
of the sort and consequently all revenue therefrom, the figure given abwe Jm iol 
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a few years to come go on rapidly increasing. It is only in the last ifm, the pro 
fits from the industrial domain of the state that we have provided a remedy for 
the predilections or weaknesses of the financier, inasmuch as the declining revenue 
in Excise will be more than compensated for by the Increase m the last item in the 
Z Hthe Excise revenue is to include tobacco revenue as || as Opium re¬ 
venue the figure will for some time be much larger than what has been hazarded 
above* Similarly, the Customs Revenue, though no longer devised merely for 
the purpose solely of revenue, will be a growing item at first, with possibilities of 
effective checks to the growth in proportion as the ideal of indegenous development 
• • >1 lised. In that case, if our system of finance is properly balanced, theincreasf 
in the last item as well as in the Inecjme and other Direct Taxes will make up for 
the decline in the Customs revenue. For the Post Office* the Forest Domain and 
Transport items no further explanation is needed. The elimination of the item 
of Tributes from the Native States is in accordance with our conception of the 
solidarity of the Indian nation against which these anachronisms of Indian States 
are so many hindrances. We have discussed in a later section the possibility of 
rearranging the finances of India on a national basis. The items of Interest, de¬ 
partmental and miscellaneous receipts have been altogether excluded from the 
Revenue side. 


<su 


On the side of Expenditure, it is necessary that the military expenditure should 
be definitely limited, by a clear definition of the purpose of the army. There must 
be no occasion for any subterfuge, no possibility of its abuse in aggression upon 
our neighbours. And in so far as these neighbours may afford legitimate grounds 
of apprehensions for our national safety, the limits must be clearly, precisely diawn 
as to the point where national defence ends and Imperialistic aggression begins. 
The head of Interest is explained bv its subdivisions. We have classed, against 
the principle laid down elsewhere, education' under departmental expenditure, 
not because we have lost sight of the fundamental distinction, but because for 
the purpose of this summary such a classification is convenient. The table given 
above dues not show at all the one principle of public expenditure in India on which 
wo have insisted elsewhere. There will be no chance of a radical reform i» our 
financial system so long as the Home charges are uut utterly abolished, no means 
of introducing a rational currency system so long as our Government continues to 
be obsessed with large annual payments to be made in a currency other than the 
one commonly accepted, or legally established, in the country. The mere expe¬ 
dient pi increasing the proportion of Indians in the public services will not help. 

We must definitely resolve finally and completely to do away with the costly foreign 
agency within a given period. Our non-effective charges will thus be payable 
within the country, while the incubus, of the British War Office will be abolished. 
As regards Interest, .even granting that a certain amount has to be paid 011 ^ ° 
India, the burden will be insignificant if the indebtedness is incurred for 
• tive purposes on strict commercial principles and is managed by properly cone 
ed banking institutions. 
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In Civil Expenditure we have urged in its appropriate place the need for a 
revision and redistribution in the salaries and emoluments of public servants- 
In the gross, therefore, we cannot expect any economy worth speaking off, unless 
we take into account the gain from increased efficiency and greater contentment 
of the lower paid services. The industrial expenditure may be -of capital and non¬ 
recurring nature, or may be recurrent. It would be best to charge it against reve¬ 
nue upto a sum suggested in the table, and beyond that tp ( loan account. 
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PART IV. 
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——*- 

THE PUBLIC DEBT OF INDIA. 


LXXXIII. Nature of Public Credit and the Necessity or its Use. 


The practice of borrowing by great states in modern times has become so 
common that we are apt to forget the relatively very recent origin of this use 
of public credit, and also to misunderstand its nature. If by credit we under¬ 
stand the power to obtain command over another’s capital or wealth, acquired 
with the free consent of the true owner in return for a promise to reimburse at 
a later date, together with a regular -payment of a .stipulated interest, we must 
recognise some important fundamental differences between public and private 

credit, and the consequent difference In the treatment of public and private 

indebtedness. In the case of private individuals in all ordinary borrowing tie 
borrower must offer to the creditor some security—a mortgage 01 a p < «-ge 011 0 
the borrower’s existing or expected wealth, without which the loan opera ion 
would be difficult. In the case of public borrowing by the state, it is, as am e, 
impossible for the state to alienate any portion of the public domain, even if the 
State possesses one.* I u f ac t, in most cases the effective cause of borrowing 
by the State is the absence of any realisable nod alienable wealth belonging to 
the Government as representing the State. This great difference between a pri¬ 
vate borrower and State borrowers leads to considerable divergences in the 
contract of Loan. The creditor’ in the case of private, borrowers can in the last 
rcsoupqe, realise his claim out of the specific security obtained at the time 
When the loan contract was made ; but there is very little, if any at a , P 
sibibty of this nature in the case of the indebted States. Again, w v ” a P - 
borrower, given the will and the foresight or prudence required, can n < 
regular and immediate provision to meet his debt when it s ^ uU L , . 

increasing his efforts to produce or by cutting down expenditure, the de • <- 
cannot always and readily adopt such a course. More often than not its nans 
have been contracted for purposes which have no substance or surplus behmc. 
And the public Expenditure of the State admits of no rapid and proportionate 
curtailment h as would guarantee the repayment of the Loan when due. 
Works may ha been commenced or policy adopted which could not be altered, 


'* licmida (on of German ludebtednesaj the proposal to hypothecate the vVr«dUes 

and public mines Is now frequently heard- Jn a manner the conditions of Reparation in the Y* 
Treaty suggest an indirect hypothecation of fho f termini national resources, it jenmins l - ® d i. 
huw/ar the sovereignty of the new German State will in practice prove, compatible witii tnesccon 
{.ions, how iar the league of Nations Would enforce or modify the Versailles 3icat> iu this p. 
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and, therefore, expenditure in connection with them 
Public servants again, may have been engaged who cannot, 
of chronic unemployment and wide-spread misery, b$ ; 


it ! 


cannot be reduced, 
without serious risk 
dismissed to afford 


relief to the Public expenditure. Hence, though the State enjoys the advantage 
of being sole judge of its own solvency, though it admits no limits to its revenues 
save those imposed by the absolute needs of its citizens, it is yet in a markedly 
difficult situation in the matter of retrenchment to repav its debts. 



Such being the differences between the nature of nrivate borrowing and that ot 
the State, the question next arises how far and on hat grounds is it advisable 
for the State to borrow. If on every occasion that the receipts do not suffice to 
meet the disbursements recourse is had to borrowing; the limit will soon be reach¬ 
ed beyond which not all the exercise of the sovereign powers of the State would 
suffice to meet even the interest charge on the new debt added every time 
Under such circumstances the State will be faced with an annihilation of its credit 
altogether. The common device of incompetent or timid financiers to borrow on 
the pretext that the deficit in the Budget is due to extraordinary expenditure 
not likely to recur in the subsequent years, and therefore not fit to be .charged on 
the current revenues, is subversive of all sound principles governing the. manage¬ 
ment of public credit.. An outlay, which in a given year appears tube extra¬ 
ordinary, e. g. reorganisation of the Army, or the cost of a military expedition o 
of famine, may yet be recurring if not in the same form or the same object in the 
subsequent years, at least with the same effects as fai as the public Purse is con 
cerned. But even granting the Non-recurring character o£ such extraordinar 
. expenditure, that by itself is no justification for a recourse to borrowin rail 
than looking to current revenues to finance such an outlay* ta ^ 

bo that the revenues of the State are tor the moment so fully charged with tl/ 

ordinary expenditure that for that year at any rate borrowing may be inevitable* 

but if so such a loan must be for the shortest possible term, and provision must- 
be made by the state to pay it off from the increased current revenues. No debt 
incurred to cover a temporary deficit in the ordinary income should be such as 
to accumulate and increase till its interest charge should come to be so great as to 
absorb all possible increase in the revenues. 


The proper justification for the use of public credit, then, is to be found in those 
objects of public utility, the cost of which is too large to be met- out of <• 
revenues, and the result of which is expected to be such an addition to t] ' lllleilt 

revenues as to render the burden of the debt insignificant n • curiea t 

is an inroad upon the capital of the citizens, which le n " ^ l ni ^' lc borrowing 

-- __ - 11 ls thereby diverted from 

* In England, the homaoi sound Finance. tlieomnimv ~ T -- 1 

the time of Win. Pitt, the younger that it would be preferable!*! A? laVe 8a ? ned ground ovi-TlT" 
by increased revenue than by loans; and what applies to War applies ?o m to Hnan, P , s $? ce 

nary non-recurring expenditure. Gladstone, in Us Budget SpeSh of i£ , “I'PUcentfvJL? 
governing Wax Finatve classic. The line of distinction Setw3ni t made tS tM 0 *?*? 1 * 
apd what by taxation may be said to lie along the powiMUiieaot benefit to"V h °v d hv met bt“ 
Uorrowmg would be necessary as well as commendable if from " sui.sequeut jenerat o 

to tollow are expected to derive material benefit. Borrowing woiiliih? ™ ' ,utla V tho tion/r iVl s' 

by .° ur Inthe pc£tor£; ino JSi 1 . W o«*iy 0 23 

opinion that all public boriQving is beneficial is thus without justification, le el 8hteenth century 
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Joductive purposes in the bands of private individuals, the State would not be 

justified in causing the diversion, unless it is expected to accomplish a similar objec 

J , 4 . lippnuse of its vastness or uniamilianty, 

which private individuals may not attempt bemuse or ts v . 

Tx 1 . , __ that nublic borrowing for object^ of utility, or ratnei 

It may sometimes happen mar pu 0 . '■ , 

r ' 1 ,• ,-noses* would not meet this test, if we consider only pecum- 

for reproductive purposes 'vyu 

arv result, to tbo State itself; but if as the consequence of this extension of pub- 
he aetieitv there is an addition to the wealth of the community, this indirect gain to 
, stat ;’ may afford sufficient justification for the original borrowing. And 
there’are other advantages of the State utilising its credit for such .purposes. It 
• es an impetus to the instinct of saving and consequently to the formation 
of capital by affording safe channels for investment. Its operations engender, 
also, the habitude of dealing in securities or intangible wealth. Only care must 
be taken that by too frequent a recourse to borrowing the State should not 
destroy all spirit of private enterprise, or create unnecessary fluctuations in the 
market for capital leading to unjustifiable speculation, 

If public indebtedness should have been incurred exclusively for productive 
purposes the question of paying off the debt has hardly any practical interest. 

The question must no doubt remain very important in every case of a debt incurred 

for purposes which leave no tangible assets behind it to meet tlu diui c e. I iou 
sion, whether by means of a sinking fund or other specific .reserve, 01 >y a 
taxation, must be made to pay off and. a debt; for the sooner th.s naeleaa 
burden is removed the better for public credit and geneial w . a 
tie case of debt incurred for . objects indicated abore, t ic sur P us j 
revenues,— after a certain period, would suffice to bear all chaiges, an 
provide for liquidation automatically. If, under such circumstances, no e 
i3 made to pay off the capital even though there is a surplus, the >'t.a e 
have other objects in view, or some special justification, In anv cas ' 
would be no need for anxiety so long as the surplus created is not 
french writers call “ gaspille. ” In a society in which some kind ^ 
enterprise is accepted, but does not exclude private enterprise c j iar g eS; j n - 

be wise for the state to clear its property as soon as may be °* of pub Uc 
eluding those for capital redemption, particularly if the P ro ^ a “’ ^ bc wiae 
borrowing for similar purposes is a continuous one. It wou c difference 
to suffer public credit to be impaired merely by over confidence 01 1,K 
While no special effort is needed, no additional taxation has to be impose , 
would vet be prudent to apply the normal surplus due to such enterprise to pay 
off the debt charge. 

It may, however, be observed that the present universal practice consists 
in gi ving a collective guarantee of the credit of the State as j udg6 by its total revenue 
resources without any attempt at specification, without any idea o 

*. Borrowing only ior productive purposes would not. It rooy be .sugg-;-<ted, coyer the case of 
borrowing for Bailway co&struction; for strictly speaking Transport ia not production dul .* 
facility in exchange. Borrowing fur productive purposes is ot necessarily the same tnmg u 
Ipg for objects which will ultimately pay to tne State, v 
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^^^setting apart given revenues for given objects. The practice of Consolidation is 
no doubt advantageous, particularly in a rich state with a variety of obligations 
incurred at different times for different purposes. As in such a case there 
would be a possible chance for the weakest link in the <£iain to determine the 
strength of the entire chain, consolidation helps to prevent such* weakness from 
becoming apparent to the prejudice of the credit of the State. As no state is 
quite free from some part of its debt being for wasteful purposes, the practice of 
consolidation may on the whole be commended. It h&s, moreover, another 
advantage in that it helps the State to avail itself of any fall in the rate of interest 
and thus reduce its total burden by way of Interest. The practice, if uniformly 
adapted, would prevent the automatic liquidation of that portion of the debt 
which may have been incurred for productive purposes. In that case the only 
safe recommendation would be analogous to the policy followed in England 
before the last great War: apply all the available surplus for the redemption 
of the debt, arranging the normal standard of revenue and expenditure so 
usually to leave a surplus, 


LXXXIV. THE ORIGIN OF INDIAN DEBT. 

The public debt of India, as it exists to-day, is the creation excl Us i w i v c f 

British rule in this country. The previous governments had to live J 

within their income, as much from the ignorance of the nature and use of 

credit as from the impossibility of putting it to proof in a ivcll ordained ^ ^ 

even supposing the earlier ijganciers understood the character and ]naniiC1 > 

Credit*. India had, t herefore, no National Debt prior to the est* 1 V T ° ^ U ^ c 

British rule in the country. The East India Company 1 * l * nmnt °^ 10 
. . . ^ as already observed 

elsewhere, was a notorious.offender against the canons of Qn„ M i ‘ 

r 1 » k , .. 3 . . smuui finance. When- 

e\or us revenues faded to suffice for its expenditure it h a( j recours . v U) % . 

When the trading charter of the East India Company expired in 1835 The total 

rupee debt i. e . the debt incurred in India—was Rs. 33.205 ^ores as The 

result of wars and conquest. In the next fifteen years,, the Afghan and Sikh 

Wars combined to raise-the debt by 1850 to Rs. 45.336 crores, ^hich remained 

nearly at the same level right upto the Mutiny in 1857. The 

. » P' '' exnendit n 

involved in suppressing the Mutiny caused ti considerable increase in rl 

indebtedness, amounting in 1868-60, the year followin'. +1 ■ * U> 

first year under review here to Rs. 63 655 eroreS. On the' ", a, '4 th 

ment. of India to the crown, the' Crown assumed this dobV U f ^ ^ ^ ^ ovetl 

addition to a payment of £12 million to the ° ' 1,6 

---_ ' !pnefcors ot. the w 


—r ttxr -:-■— __ 

*. This, of course, does not mean .that the nmW " 

account into occasional borrowing and whenever thevit i. a,ai J * J^atatea aia n * • 
commanded, public Revenues and public property l r SftJ *“"« *»M*d the m 1 

net ween.the private operations of the ruler and public obllttatlrmT^'f *£ hetu "->» no 1 

such indebtedness must, by its very nature, have been ofL » tlu? . WST i 

off or suppressed without becoming a public and pcnSut olmma i( "as paid^S'ss. ■ ni \ 

the advantages” of native rule, nm Uuu 8°- this „ UIV be t * ,, ," r " r: 

•wtHiiced us oi 
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Stock, Which sum was also added to the debt of India * The sterling debt during 

• the company’s regime was insignificant. The following table shows the growth 

of this debt from 1820 in ten yearly periods. 


<sl 


f Year. 


1820-21. 

1830-31 

1840-41 

1850-51 

1860-61 


Registered 

Registered 

Interest 

Interest 

debt, in India 

debt in Engl. 

payable 

payable. 

Rs. 

£. 

Rs. 

£. 

27,24,77,630 

5,762,888 

1,63,15,400 

253,247 

33,12,06.680 

3,750,479 

1,74,19,770 

93,377 

29,47,65,040 

1,750,992 

1,35,37,050 

59,856 

< 45,42,87,550 

3,920,592 

2,12,39,750 

136,482 

63,44,58,100 

28,496,917 

2,88.34,460 

1,249,832 


The East India stock of £12,000,000 was provided for by a special fund, 
which would have paid off the amount by 1875. Though this debt was actually 
lid off in 1874, the fund for the purpose was less by £4,579,416 for the amount 

in 1874; and consequently the sum was-added to the permanent debt of India.J 
But- the whole of this transaction relating to the transfer of the debt incurrecl 
by the company to the Government of India under the crown has been challenged 
from the stand-point of political justice. The debt had been piled up to 
effect the conquest of India, and when the Empire was acquired by the crown, 
the cost of its acquisition wassaddled on the Indian exchequer. In the opinion 
of Mr. Dutt§ an impartial tribunal discussing this debt would have ruled that 
no claim lay against India as to £69| million of the debt which was par 
of the unjust demand of an annual tribute which India should riot lia\e. pal 
The cost of suppressing the mutiny by British troops, amounting to 1H) mi 
lion might have been allowed against India, .subject to a deduction foi the 
expenditurQ incurred by India on the wars waged for British Imperial purposes- 
wars with Afghanistan, Persia or China. The Publ'c works Debt of £24 
million would also, he thinks, have been allowed against India, subject, pos- 
;; b]y to injunctions against further borrowing -to meet £*££ 

on Always. “ A l-undro-l ..*■»'-**»»'" »%£ " wUU , m o 

. •/wn struck off as not justly due from India. iuere 

thus have b . .. . -p, ,;,, Imba. 

been no National debt; for there need be no National Debt _ _ 


~ • A tW * d 4 )t the Welby Comihlaaton observes. ‘‘ The was the rule and’ 

: i, r - r c,n years couvey.. an interjdting lc^aon in finance. From lb*38-9 t * j j, tter. The statistics 

’ &US » WJiSfe were arraye_dagai^ five Ofat^ ^ , y 



, of the CoiOpany 
as approximate- 

j amoumeil 'to £51,327 M an increase of 53 p.«-. i„ 15 years- The SB "Trfncrease in 

j 0 i the Mutiny expenditure, and the permanent debt, lmd then risen to £97,03 /SJM an 

^X.^B.^-Owhig to imperfection in tin; statistics the figures for- JJl'f.-Pf^i^tfi^Vlctoi^nTge, 

■If leu Ar\ nnt ntrrPP. Sfift ttl irr flHn Wilonn'^ iir.t itu.lm,! Aniommit. Dlltt S India Ill the Y ^ 


X V. B. — uwing M) uupenecuon m tin: statistic* the figures ior- hu» ^ 

authorities do not agree. See inter alia Wilson's ilrst- Budget statement, Dut t s India in tnp J t 
.strachey (op. eit.) the .Statistical Abstracts, <fce. The Welby Commission iJgure8,ure from » 

' li .1 I ii fi 1 



T p arft . nd of the Welby Commission fteport* 
j Y- 375, Uiitt- o. eit. 
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LXXXV. INTEREST RATE AND CONVERSIONS 1850-1915. 

We cannot quite adopt the view underlying the Jast statement, though 
as regards the major portion of the Company’s unproductive < debt ** opinion 
may well be divided as to whether India could in justice be asked to bear its 
burden. The offence of the company was ull the greater, because while the}- went 
on borrowing for wars and similar wasteful purpose, they made no provision 
to pay off the debt. Some attempts at funding and conversion were made during 
the closing years of the Company's rule, but they were of no avail Tlie 
interest on the rupee debt was in 1.820 at the rate of 6% and the debt bearing this 
higher rate was hot paid off till 1858-59. From 1823 to 1853, the coin" ' 
had borrowed at 5 % and between 1824 and 1835 small amounts had also 
been borrowed at 4 % . The bulk of the 5 % debt was converted into 1 <y i n 
1854, but the shock to the credit of the State caused by the Mutiny necessitated 
more borrowing at the higher rate of 5 % which was not finally paid off till 1871 
In 1859 the Government of the crown had to borrow at 5.1 %,and that Unu •: 
not paid off till 1878-79. The 5i % loan was, however, converted in 1871 into 
1A %, so that after 1878-79 practically the whole rupee Debt was at interest 
varying between 4 % and 4.1 %f. The 4J % Loan was converted by 1893 to 
4 %wifch the exception of a sum of 11s. 1 crore borrowed from the Hoikur dint 
for the Indore State Railway, and not convertible till 1970. In 1893 ... 

J commenced 

the first 3.1 % debt, and in the next year the bulk of the 4 % w 
into this lower rate debt. In 1896-97 a new loan of Rs. 4 crores )ln cited 
3%, but in 1900 the rate was again raised to 3.1 % which reniainel ** ra ^ e d at 

rate until war broke out in 1914. ^ prevailing 

LXXXVI. ORIGIN OP PRODUCTIVE BORROWING. 

Productive borrowing entered into the scheme of the F 

Finance to a very small extent towards the close of its romm ^ oln pany § 

. . , , . re gtme. Ihe principles which 

ought to govern such borrowing were not, however, properly understoo l 
first. The only productive outlay by the company! was on Irrigation caualOn the 
United Provinces and the Punjab, which was estimated to have cost in n 
about Rs. 5,40,00,000. by 1862.J In 1867-8 a new policy was adopted. Tim sU > 
from that time determined to charge all expenditure on Irrigation and coivt . / ^ 




of Railways by the State to a capital account. The item of Debt was split up into 
two in the Public Accounts, the “Productive” or Public Works Debt, the interest 
On which was not to be charged under the general heading of “ debt,” but under 
the Railway Revenue account and Irrigation. The remaining portion of tfife Debt 
was to be called Ordinary Debt, interest on which was to be charged under the 
general heading of Debt. In working out the new Policy it was found, that as 
the Government of India had provided for no sinking fund, and as no positive 
Law required the application of the revenue surplus to the redemption of the 
Debt, while the great undertakings of Public Works demanded considerable and 
recurring expenditure, it was most convenient to devote all spare or surplus revenue, 
not to the purchase of debt with a view to its cancellation, but to capital expendi¬ 
ture on works for which the State would otherwise have to borrow. In order how¬ 
ever, to show accurately the amount of this capital expenditue, the revenues thus 
expended are charged to the “ Public Works ” portion of the debt and deducts 
a similar amount from the ordinary debt. If in any year Rs. 1 crore can be 
saved, the amount is spent on Public Works, and a corresponding addition is 
made to the Public Works Debt, and a simultaneous and equivalent deduction from 
the Ordinary Debt. The effect is the same, hut the cost of a double operation 
is avoided, and the revenue surplus applied automatically to Productive or Public 
Works purposes. 

LXXXVH. THE ORDINARY UNPRODUCTIVE DEBT OF INDIA UPTO 1920- 


Date. 


year. 


31 March. 1888 
do. 1893 


do. 

do. 

do. 

do. 

do. 

do. 

do. 

do. 

do. 


1898 
J903 
1908 
1913 
19 U 
1910 
1910 

1917 

1918 


Ordinary 

Debt/ 

Hti. 

109.5 

97.5 
105.15 

88.7 

50.1 

37.5 
19.3 

3.3 

3.0 

1U.5 

133.3 


riic Ordinary Debt, whatever its justification, has by the operation des¬ 
cribed above been steadily reduced, even though the Government of India have 
not followed the English precedent in this respect of buying debt for purposes 

of cancellation. Between 1860 and 1920 
it has frequently been added to by 
the three main factors of Famine, War 
and Exchange, while it lasted. The 
marginal table, however, shows that ill 
spite of much additions the total debt 
was, upto 19II, regularly reduced, with 
a corresponding increase taking place 
in the Productive debt, in so far as revenue surpluses were devoted to these 
purposes During the European War the unproductive debt w'as very consider¬ 
ably incieased, first in 1915-17 to meet the requirements of the Government of 
India, and aftci 1917 in order to make a War Contribution of £145 million 
to the United Kingdom. The policy of borrowing during the War had* if 
at al, to be carried out in India, as the English money market was already too 
heavily strained by similar operations of the British Governmnet to permit any 
consideiable borrowing by other bodies. But borrowing in India apart from 
the intrinsic wisdom or necessity of such a course as between England and India ill 
View of the past history, inevitably led to an undesirable delict lion of Indian 


p. c. 

of total. 

48.5% 

37. 

36% 

28% 

4 . 6 % 

. 8 % 

.7% 

3 . 5 % 

24 % 
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capital from more productive and legitimate channels. For the fiesf, time in a 
hundred years an opportunity had occurred for the development of Indian indus¬ 
tries by Indian capital; bt[t that opportunity was baulked by a policy pi heavy 
borrowing, often under considerable and illegitimate pressure from official quar¬ 
ters. The evd might have been borne without protest as an inevitable misfor¬ 
tune of war-time, could the people of India have consoled themselves that the 
service rendered would have been at fill adequate. But a /policy which mi^hfc 
have put back the Indian industrial development by a generatido could not 
even if it had been realised to the fullest desired extent, have borne the British 

War expenditure for more than a fortnight in 1918. And, even so India 

might have endured this borrowing in silence had there been no alterative As 

a matter of fact the British Government was borrowing heavily in the United 
States, which had immense resources to offer to its allies. The Government 
of India could have borrowed in America^ either directly themselves or taken 
over a part of the debt of the.British Governemnt equal to the promised eontri 
bution, much more easily than in this country. The service to the pi ro 

would have been the same, while the disturbance to Indian industrial development 
would live been completely avoided. As it was the Policy of Borrowing in 
India was continued at the expense of serious inflation in prices till its 1 / I 
conclusion had to be accepted in 1018—prohibition of all industrial invesjtmei t 

except under license. No one can say what would have been th<> „n* 

. f .. *. . * . f K Ruinate con¬ 

sequences if this policy had lasted a couple ol years more. ] m hil 

the war came to a close in 1918, November and this disastrous * 5 however j 

P bey was shelved.* 

LXXXVIII. INTEREST, RECEIPTS AND EXPENDITURE 

We may at this stage consider the head of • 

rp, * 111 public accounts? 

111(1 both receipts and ex- 
i ulituie und^r tliijj heading, and 
*ho net charge would be obtained 
0uJ y after making allowance for 
these receipts. The subjoined 
table shows the growth of this 

itowisa ° f not eK P encUtui '° during 
the lasl sbct y )' ears - H appears 
the profits from Productive Public Works of net charge because 

interest paid on capital, supposed to have l U ° b S6t , rc a £ ains< t)l0 
In addition to the-brdinary debt, there i$ a | So C0U Snowed for the purpose. 

boating debt represented by Savings Bank De.po.si| leU jn amount of UJllulu,< '' , 

interest on which is also included. u ’Hi other similar obligatiohs; 

* Iu September 1018 tlio Government of India i —— - - - — _- 

.'the War w*9 prolonged, andH India hmi not to ftuo ui?v V\ •'onMimtion «.i s 45 million 

licrwlt Both these eventualities did oi< nr i u tu* ^ ,l A arv »*av<. m™. " w ..Mr 2 

THe Aiglian War aloae lias cost i 16 miJlioa, Then: it, uo rcaaon : li » l doeunsiuu 

vutmuc tidti coatributh n mm* 


Year. 

lutercat 

It peel pta. 

£. 

Interest. 

charge. 

1861-2 .. 

34,218 

3,134,897 

1871*2 .. 

363,212 

5,966,290 

1881-2 

800,904 

7,488.380 

1801-2 .. 

879,443 

0.623,350 

1901-2 

785.680 

7.002,928 

1005*6 .. 

044,986 

7940,465 

1911-12 .. 

1,448,748 

• 

1912*13 .. 

1.473 708 

0,524,108 

1913-14 .. 

1 352.110 

9,334,418 

1014-15 .. 

1 023 307 

9,771,583 

19)5-16 .. 

1 006,417 
1,130.504 

0,985.520 

1910-17 .. 

0,624,646 

1017-18 .. 

2.170,108 

16,160.993 

1018-10 H. K. .. 

3,842,900 

16,667,300 

10,739,900 

1910*20 B. K. .. 

3.637ii00 


Ket 

vliargb. 

£. 

3,1(H>,&70 

3,603,087 . 

0,591,470 

8.7)3,1)07 

5*277,248 

8-404,489 

7.833,481 

8,050,401) 

7.081,209 

8,748,270 

8,880,1]7> 

13,1 
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The receipts under interest are derived from profits of the invested portion 
of Paper Currency Reserve and of other Reserves and Balances, Loans made 
to Native States, Provincial Government and local bodies, &c. The following 
table gives an analysis of these' receipts 


INDIA 

»15-16 

1916-17 

1917-18 

1918-19 

Imperial (in lakhs of Rupees.) 

1. Int. on Imp. Loans &c. .. 

34.83 

34.21 

33.83 

36.00 

2 1 Profits of Pap. Currency 

34.70 

34.70 

34.70 

34.70 

3 . Int. on Ry. Co. overdraft. 

5.62 

5.67 

6.39 

5.60 

4 . Int. on Cap. Ad v.'to Ry. Co. 

0 . Int. on Rv. Co. Prov. Fund 

.40 

.09 

.10 

.09 

securities.. 



1.02 

31.51 

G. Miscellaneous 

3.55 

3.24 

6.48 

12.17 

Provincial Total 

54.72 

51.25 

46.95 

40.63 


ENGLAND 

On thousands Sterling.) 


1. 

Int. in p a p (J ur R e ,^ erve 

78 

979 

1719 

2.. 

” Cash Balances 

93 214 

364 

280 

3. 

s Special Reserve 

31 24 

21 

772 

4. 

)> Miscellaneous 

1 37 

64 



Total in thousands Sterling. 

1,096 1.136 

2.170 

3.843 


N. . IIk division of Interest Receipts between Imperial and Provincial 
Budget s explained by the fact that certain sums are annually placed at the 
disposa 0 the Provincial Governments, to be by them advanced to the cult-i- 
\at°i s ^E° ca l bodies. Ihe interest on these is taken by the Provincial Govern¬ 
ments. he \en heavy increase in the last 3 years in the item of Interest 
Receipts in England is due to (1) considerable investments in British Treasury 
Bill- and other securities as a Reserve against the special short term debt of the 
Government of India, and (2) owing to increasing interest Receipts from the 
laigei and larger investments in the Gold Standard and Paper Currency Reserves. 
Jn (he two Reserves combined, India has invested over £130 pillions in the various 
Biitibh securities. They have depreciated substantially, and a provision of 
£399.080 in 1910-17, and of £450,000 in 1917-18 was made by way of a 
depieciation Reserve Fund. These sums have been deducted. There is» 
besides, a special Reserve, the interest on whose investments was taken at 
£772,000 in 1918 19, and* £291,200 in 1919-20. In the former year this figure 
ban included under the Receipts by way uf Interest* 


i 
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THE NEXT TABLE GIVES AN ANALYSIS OP INTEREST EXPENDITURE 

\ V ♦ « 


Year. 

Interest on 

Int. on 

Int. on 

Int. on 

*Int. on 


total debt. 

Ry. Debt. 

Irrig. Debt. 

Ord. Debt, 
il 

) * 

other 

Obligations. 


L 

f. 

£. 

£ii 

£. 

1909-10 

8,752,399 

6,127,191 

1,058,711 

1,566,497 

548,548 

1910-11 

8,989,082 

0,207,085 

J,115,410 

1,606,587 

562,315 

1911-12 

8,282,229 

0,064,210 

1,182,867 

1 1,435,152 

602,583 

1912-13 

9,524,108 

7,072,548 

1,282,513 

1,169,047 

641,488 

1913-14 

9,334,418 

7,303,145 

1,304,846 

•726,427 

. 789,226 

1914-15 

9,771,583 

7,912,214, 

1,409,529 

449,840 

7-41,417 

1915-IG 

9,985,529 

8,022,623 

1,451,350 

511,556 

678,808 

1910-17 

9,024,045 

7,759,322 

1,413,200 

452,118 

722,746 

1917-18 

10,109,993 

8,155,481 

1,515,595 

6,498,91? 

829,252 

1918-19 

10,007,300 

8,287,400 

1,540,200 

6,839,700 

1,026,900 

1919-20 ... 

10,739,900 

8,558.600 

1,563,700 

6,617,600 

7,145,900 

* This last 

is nob inoludod in 

the total in column *2. 



\ I 


A considerable amount of this interest is paid in England, anct was 


respon¬ 


sible for a great portion of anxiety caused by the falling Exchan *e i, 
closing years of the last century. 1 pto to the mutiny the interest . ^ 
sterling debt was very small; but in the three next years it was y ‘tring 
added to on account of the cost of the suppression of the Mutiny r v\ ' 

the heavy and yearly increasing outlay on Railways demanded reo l . a 01 

to the Sterling debt held in England, which thus- comes to be even ^ * U ^ t *° 11S 
taut than the rupee debt held in India. The table below show/ * m P or ~ 

of debt and the Interest payable on either. A ^ e t\\o kinds 

♦ The Welby Commission (Majority) lteport (para 122-^237calculates the 77:-~ — - 

sterling debt of India at Its. l,73,7Q»O0O, on a real charge of Its. 2,10,10,000 or nearlv ^change on t j, e 

total cliarge of Its. 3,89,80,000 Icirly 45 p. c. v ncap, > ^ P- c., or out J t u iQ 


\V\ 
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* Amount of the RUPEE and STERLING DEBT and of the INTEREST thereo . 
annual INCREASE or REDUCTION of the DEBT and the PROPORTION 
oi the RUPEE DEPT held in LONDON, from 1860-61 to 1915-16. 


Year. 

Registered 
debt in 

Registered 
debt in 

Interest pa 


India, 

London, 

• 

II 

% 

Rs. 

£. 

Rs. 

1860-61 

.. 63,44,58,100 

28,496,917 

2,88,34,460 

1861-62 

63,42,08,450 

32,116,217 

2,88,32,440 

1862-63 

. 63,82,11,060 

31,860,017 

2,89,95,320 

1863-64 

. 63,40,38,320 

26,332,517 

2,88,06,180 

1864-65 

63,36,66,840 26,146,017 2,88,00,400 

(a) No information. 

1865-66 

. 62,38,10,770 

26,967,317 

2,84,13,900 

1866-67 

. 62,97,84,230 

28,559,917 

2,87,13,200 

1867-68 

63,76,50,020 

29,718,417 

2,91,57,860 

1868-69 

. 63,41,06,910 

31,218,917 

2,89,87,270 

1869-70 . 

. 65,59,34,220 

35,217,617 

2,98,17,500 

1870-71 

. 66,80,96,570 

.37,627,617 

3,01,56,310 

1871-72, .. 

67,96,89,420 

39,012,617 

2,98,08,300 

1872-73 

. 66,45,83,690 

39,012,617 

2,89,20,500 

1873-74 

66,41,72,910 

41,117,617 

2,89,50,060 

to 

1 

t— 

QO 

69,84,99,590 

48,597,033 

3,03,35,320 

.1875-76 

72,77,29,810 

49,797,033 

3,15,20,180 

1876-77 

71,92,31,260 

55,397,033 

3,10,98,710 

1877-78 

74,95.45,200 

59,677,033 

3,22,68,610 

7878-79 

78,83,89,260 

59,029,117 

3,25,77,260 

1879-80 

82,87,25,090 

68,855,556 

3,41,76,560 

1880-81 

85,95.97,460 

. 71,429,133 

3,55,92,700 

1881-82 

88,65,31,620 

68,181,947 

3,66,43,280 

>882-83 

90,68,87,660 

68,585,694 

3,74,11,490 

1883-84 

93,19,13,840 

68,108,837 

3,84,91,140 

1884-85 

93,18,36,600 

69,271,088 

3,84,18,550 

1885-86 

92,70,39,820 

73,806,621 

3.77,38,380 

-2886-87 

92,65,36,300 

84,228,177 

382,02,570 

3887-88 

98,08,98,620 

84,140,148 

4,03,78,580 

1888-89 .. 

1,00,87,97,420 

95,033.610 

4,13,73,120 

* Tim figure 

i iff v,k*l) from tb; t/t'lbii Vcnr Ifm/li 

They do 


£. 


of the regis¬ 
tered rupee 
debt held in 
London on 
31st. March 
Rs. 


1,457,874 

1,430,765 

1,209,621 

1,233,165 


(a) 


finite nmv with those i|| 




miST/fy. 


349 



" (( 




1890- 91 

1891- 92 

1892- 93 

1893- 94 

1894- 95 ' 

1895- 9G 

1896- 97 

1897- 98 

1898- 99 

1899- 1900 

1900- 01 

1901- 02 

1902- 03 

1903- 04 

1904- 05 
190D-0G 

1906- 07 

1907- 08 

1908- 09 

1909- 10 

1910- 11 

1911- 12 

1912- 13 

1913- 14 

1914- 15 

1915- 1G 

1916- 17 

1917- 18 


Rs. 

1,02,76,11,750 
1,02,74,65,550 
1,02,69,23,170 
1,02,93,75,520 
1,05,54,60,780 
1,04,37,37,400 
1,03,78,89,280 
1,09.11,50,530 
1,11,69,56,340 
1.12,65,46,980 
1,12,47,47,010 
1,15,33,19,058 
1,16,19,13,833 
1,17,55,40,660 
1,19,42,43,035 
1,22,29,78,235 
1,26,08,10,618 
1,30,45 50,655 
1,32,82,94,955 
1,34,56,60,505 
1,36,84,33,105 
1,38,09,72,155 
1,39,96,36,205 
1,42,83,64790 
1,45,68,55,790 
1,50,62.65,200 
1,55,45,97,700 
1,62,86,03^3 
2,88,98,17,784 


£ 

98,192,391 

104,408,208 

104,404,143 

106,683,767 

114,113,792 

116,005,826 

115,903,732 

114,883,233 

123,274,680 

124,268,605 

124,144,401 

133,435,377 

134,307,090 

133,796,261 

133,045,844 

132,887,191 

146,457,439 

147,518,634 

156,481,074 

160,973,369 

170,105,911 

177,998,335 

178,486,597 

179,179,193 

177.064,757 

176,190,358 

175,171,829 

174,144,724 

236,957,575 


Rs. £,, M Rs. 

4,21,56,080 3,327.34S 21,59,40,490 
4,17,51,110 3,524,376 26,73,12,95;: 
4,17,15,000 ,'3,602,349 27,50,58,410 

4.12.77.760 3,570,682 25,93,38,610 
4,20,92,060 3,687,986 24,16,55,410 
3,61,09,140 4,825.323 23,62.59,660 
3,64,00,740 t 3,607,832 25,35,07,520 

3.78.43.760 3,813,208 24,06,66,620 
3,87,11,060 3,940.776 21,50,87,030 
3,91,13,340 3,882,758 21,44,42,330 
3,90,56,317 3,877,026 20,81,88,234 
4,00,58,600 4,158,351 22.18.12 135 
4,03,60,615 4,213,821 20,36 22 034 
4,08,37,864 4,213,537 1.8,63,35,034 
4,14,90,065 4,238,273 17,13,92 234 
4,24,92,526 4,282,744 16,81,85,284 
4,38,10,365 4,715,233 16,43,82 933 
4,53,38,937 4,743,108'" 

4,61,66,110 5,053,632 15 23 217*1 
4,68,19,197 5,210,695 

481 243^ 5 ;f° j758 

4. 8.. 24.30. 0,668,417 12,78,49.733 

4,8m6,458 ^7,05,597 11,73,03.533 

4. 9., ,8,481 5,749,887 11,20.29,433 

0,07,80.519 ^693^19 10.08,74,333 
6,25,30,534 5,682,898 9,72,99,860 
5,45.29,991 5,665*349 8,82,51,660 
5,74,23.729 5,647,491 8,30,41,600 

9,34,66,322 9,938,905 


<SL 


Before the last-Great War there was no specific sinking fund created for the 
repayment of the Loans of the Government of India. Owing to tlie creation of 
a considerable amount of short, term indebtedness for ,, 

the interest and redemption policy had to be altered. The ‘ i,., • ° ^ 

from the pre-war average of 3| p. c. to 4 p. c. in 1936-16 t 
and to 5 p. c. thereafter, besides some amounts borro -V * ^ ° ^ l916 ' 17 
ten years bonds at 5} p. c. The Treasury Bills also e.% T , five ° f 
varying betweeh 4 and 6 p. c. The larger War Loans XU ^ Test 

after a definite period of 30 years; and. in order to give greater payaWp 

investor, they were made irredeemable for ten years ^ ^ 

to. In the Budget (Mmwttot 1919-20, ill view of'the totoUh, T*it 


in 
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anticipated for 1918-19, no appropriation was made from the Revenue to the 
Sinking Fund account for the discharge of British War Debt for which 
India had taken over the liability, * 


The amount of Interest transferred to the Railway and Irrigation Sections 
depends: Firstly on the capital Expenditure; Secondly on the actual pay¬ 
ment of interest on that.portion of the debt which has been incurred specifically 
on account of the construction or purchase of Railways or Irrigation A\ orks; 
and, thirdly on the rate at which interest is charged on that portion of the debt 
which has not specifically raised for the above, or other purposes. For this 
adjustment the usual practice is to adopt the average rate of interest actually 
paid for the whole of the non-specific debt in the latest year for which complete 
accounts are available. The result is that the rate adopted for calculating the 
revised estimate for a year generally differs slightly from that used for the Budget 
estimate for the same year. This accounts for the difference between the two 
estimates apart from the natural difference caused by the Capital Expenditure * 


LXXXJX. THE PRODUCTIVE DEBT OF INDIA. 

Rvfcr since 1867 when the policy of borrowing for productive purposes 
was first introduced, the Government of India have remained heavy borrow¬ 
ers for such purposes. In the earlier years when the Railways were a losing 
concern the Government policy of borrowing naturally excited some comment; 
and the defects in the system of accounts, bringing about a neeclless confusion 
by frequent transfers from Productive to ordinary Debt and vice versa, by 
meaningless distinction between Ordinary and Extraordinary, outlay, gave 
point to the criticism. Later on the Exchange troubles led to acrimonious 
controversies about borrowing in England and adding to the sterling obligations 
thereby. Since the beginning of the present century, owing to the profits shown 
by the Railways and Irrigation Works, the dispute about the wisdom of borrowing 
bas lost ( much of its old interest. We have already discussed, in connection 
with the sections dealing with Railways and Irrigation, the extent to which 
borrowing would still have to be resorted to as well as the justification of that 
policy « the past. Here we need only observe that the present attitude towards 
(jus question does not look upon borrowing M such as reprehensible, while the 
Imui. of borrowing is to be found only in the extent to which th'c money markets 
of the world would subscribe' the funds. 


Bid connected with this question of borrowing for Productive purposes, 
is the more difficult problem of the market for borrowing. The company's 

lr.w 'u'lhppnd of'^.oh f£“ * 1 £ lo,v ° r Ul, »* specIftdUly raised for Hallways, are first treated as ordinary; 

1 ^d -Llar,. t o , th ? a ' Il0unt actually spent tV.r productive purposes is ascertained, and is transfer- 

null as uotcji ao to the lieacl pi Productive debt, the remainder oply being Ueatodas ordinary or non- 
productive! veu t m recent years, the sums transferred from Ordinary to Productive Debt have twuafly been 
injiiUldBTUDiy largei than tue total of lne loans actually raised during the year, the funds obtained by 
borrowing beuig supplemented From sources like Revenue surplus and Savings Bank Deposit*. The 
ch&n&BS fit accounts introduced in 1906-7 made a more accurate distribution of capital and interest between 
Ordinary and Public works Debt, which led to a more rapid reduction oi‘ the Ordinary Debt, 
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Government usually borrowed in India whether from its own'servants or from 
the general public. But since the introduction of the guarantee system for the 
Railways, the practice of borrowing in England on a large scale every year 
was started, and continues even to-dav, but for the slop put. to it bv War 
conditions in England . It was assumed that the conservatism of Indians, coupled 
with their want of familiarity with the new undertakings would render the pro.- 
poets of borrowing in India too slender to be thought of; and on this assumption 

— not entirely without foundation — upto 1880 no effort seems to hav« been made 
at all for borrowing in this country. The question had, however, to be reconsidered 
after that date in view of the continued fall in the gold value of the ru ice and 
the consequent increase in the Interest yharge to be paid in gold on the sterW 
loans. In his Financial Statements Sir E. Baring distinctly urged the ut^l / ^ 

ability of borrowing in England, as it would introduce a most unwelcome -1 

of uncertainty in the finances of the country. The Government \,y er <, ,,' ° m ° n 
alarmed at the size of their gold obligations, and a Parliamentary Commit ,UUn01 ' 
authoritatively pul on record the political and financial advantages of b on . .. . * 

India, if only the requisite funds could be forthcoming in the country^ Th^ 
body, however, recommended, that if the difference between the rates () f * 
in India and in England were so considerable as to afford compensation j n ^ ereSt 
disadvantages attendant upon borrowing in England, lc*ins should ] 1 ° l ^ 

England to enable the Government of India to carry out their <r<, ! laiSe< ^ ln 

works undertaken for the public benefit.* Since that time, with Y SC ^ lcme 
of two loans raised in 1S85 and 188fi for £7,700,000 which were W * t 10 e5ccc P tion 


sufficiently low to afford compensation for the disadvantage," ^ ^ °^ n ^ eres ^> 

England, no loans have been raised for specifically’ producti borrowing: in 

borrowing, as has since 1875 taken place iu England has 1 ' ■' Ul I )OSus - Such 

of specific Railways, or for advances to Railway Con • ° l ” l0r t * le P«*chase 

wise have borrowed in*England by raising debentures UH ' ‘ " lnrl1 "ould other- 

existing sterling loan in 6rher to reduce the charm. T pa ^ llg ;1 'i 
i i i ^ 'or interest.* Tliocn 

m magnitude, have been very considerable; but the present po j; ( . v ()f 

all revenue surplus to such works as need capital outlay and are viTl 

a net return after paying all working expenses and interest charges 1" ' 

tional borrowing ini ' England. ftfieMackay Committee has re ' av ® &d3i- 

1908 further borrowing, when required, for productive n,, c °i'um uded since 

i ucu ^ Purposes, m England. 

It has already been observed that the distinction 
in India and the sterling debt held in England docs'", H hU ° n ^ U P ee debt held 
the debt held by Indians and that held by Europ^"^ '^ C ' essaril y correspond to 

4 i para lie loo. cit. ~~ 7 ~—. • to ^ r - Jacob's 

not. obtain t,|j£ nmney th? lwltan*Bft tt cSSS M i.w} n n 


not. obtain the monev needed tor the l n .i:,i, « n .'mstnnd an In thn, 

U wa attmated by the Government of Indian fethafK by 
more than ., crores, the Indian monev market u, ,: cn ? v< - v xtS 

must be had to borrowimrln iWlnmC- »ot b P equal S? 6 ?, 1 ' want,. . k. 





>y calculations a c placed before the Welby Commission, out of the total debt 
of Rs. 103 crores borrowed in India, Rs. 25 crores was held in England, Rs. 48-00 
' crores bv Europeans in India, leaving only about Rs. 30 crores as held by the 
natives of this Country. The whole of the sterling debt is held by Europeans even 
to-day. In 1901 it was estimated that about 58.8 p. c. of the rupee debt, including 
Rs. 19.29 crores held in England, was held by Europeans and about 41.2 by 
Indians. In 1911 the percentage held by Indians was estimated to have risen to 
47.* To-day, after the huge war loan operations oi 1917-19, we may estimate 
that 60 p. c. or more must be held by Indians, leaving only 40 p. c. or less to be 
held by Europeans.! 


The existence of our sterling debt, and the pre-war practice of borrowing large 
sums in England, combined to prove to us that the possibilities of the Indian 
money-market have not been sufficiently considered by the Government of India. 
Before the War the Government had estimated that in any single year more than 
Rs. 5 crores could not be borrowed in India with ease; and so every programme 
of borrowing in excess of that sum was placed before the international financiers 
of Europe. During the War in the very first year Rs. 6 crores were raised, without 
any great pressure or any considerable improvement in the rate of Interest; and in 
the years that followed Rs. 25 to 40 crores could be raised in a single year without 
much difficulty, over and above considerable amounts borrowed for short periods 
on Treasury Bills. There was, indeed, evidence of undesirable pressure in some 
quarters; and considerable improvement in the Interest allowed. But, making 
due allowance for these factors, the fact still remains that for any object, which 
could appeal to the masses of the Indian people, or in which Government takes- 
special interest, the- limits of available funds in India are by no means quite so 
low as was once assumed by the Government of India. J Again, by a travesty 
of argumentation, it used to be maintained that the credit of the Government 
ol India is loo good, the interest offered by them too low to attract Indian capital. 
But il the .m.< min offered by the Government of India was so very good it would 
be spu ialK important to give its benefit to the people of the country in the first 
instance, if necessary, by raising the rate of Interest; for even if the rate of interest 
be high, if paid in India, the Economic problem would not have ' been quite 
so acute as it did become by the constant addition to the sterling debt. In any 
case, the fact remains that the Government of India, apart from the War, has 
never seriously tried to investigate the possibilities of the Indian money market, 
and, a fortiori never attempted to develop those possibilities such as they are.. 
The result has been that while the Government seem to have escaped a probable 
burden of a slightly heavier rate of interest, the industrial and commercial 
community has ha‘d to bear that burden of higher rate to the prejudice of the 
country. If the Government of India, while borrowing themselves every 



exclusively 
wottoy'iuurlii'i' 


wua fukon up 
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had paid any attention to the development of financial institutions like Banka 
in India; if the Banks had been encouraged to attract and collect the realisable 
wealth of the country for investment in productive enterprise under the patronage 
of the State ; if the necessary degree of mobility had been imparted to the landed 
and industrial wealth of the country by Land-mortgage or Industrial Banks, there 
is every reason to believe that the need for borrowing abroad would have been 
obviated to a very large degree. Suggestions were made more than a generation 
ago to attract Indian capital by means, if necessary, a British Government 
guarantee of the Indian public debt. But high authorities in Indian finance set 
their face against such an idea, and the proposal was ruled out o{ court. * To-d&v 
the Indian investor has learnt to appreciate the value of industrial investment, 
and lie needs no exterior guarantee td induce him to invest in Government 
securities. The danger rather is that, being unfamiliar with the wiles of the com¬ 
pany promoter, lie may be victimised, unless Government creates institutions 
like an Industrial Bank to aid him in selecting investments. If the Government 
should attach .to the proposed Imperial Bank a branch for Industrial, and 
another for Agricultural, finance, there is every reason to believe that the need 
for foreign borrowing would disappear altogether.]' 

xc. A PROPOSAL FOR PURCHASE OF STERLING DEBT. 

At the present time, in view of the Exchange difficulty, the s u^gesti 011 m i'-1 e 
hazarded that the Government of India can and should undertake a policy of inn 
ing out the Indian debt held in sterling in England. Though we have n, ' 1 f' 
them, at the rate of £ 1 — 15 11s, our own sterling securities the gold tsnn * 1 

and the Paper Currency Byserves have depreciated till they are not worth I df tl' 
amount in rupees that was paid for them. India, however, continues to sh n\ 
unmistakable signs of general prosperity, as evidenced by the heavy balance 
of trade in her favour^ and the need for her raw materials and foodstuffs 
for the exhausted and reconstructing peoples of Europe is so great, that we need 
apprehend no reversal of these favourable conditions for some ten years or more.it; 
The heavy balance of trade in our favour, combined with the impossibility of 
finding sufficient gold to pay Indi a for her excess of exports; and the appreciation of 


► , and the substitution m ^ uoYemment,. a loreion 

toncea muy be fountnn which, when there seemed to be a conflict between EnJlUh 1 V' ome rare 
it may perhaps be doubted whether India lias been Heated with periect n lUU * Indian interests 

that on the whole, tho Government 01 ludm has been carried 011 with us hon,. ^, 1 (>au be nooucstw* 
Indian interests as if India had a separate national existence oi her own U mt aiu ^ thorough a v(.L»ni ! n ’ 
however, been due nut only to the justice hut also to the wisdom With\ ih f So fortunate reside u ° r 
financial responsibility. England husiclt that it would be no klndurt ,f’ sbo has left to if, ®Ua*. ^ ,u . ve 
India now bears, to guarantee Indian debts, pay lor Indian wars.rdw? Vj k .® J '"‘U UcreeKburde™S*.' 

t " e have already mentioned in the previous part that uid-uown (1 ,w,i 'anines." whi< * 

unused m the tom </i public charities, religious endowments, monaatic r ^*? 4 ll ^l%lo capital rtm ,, 
the duty or au Imperial hank to try and attract this otherwise, idle aim inf ? tl,er hoards, it u n 

material improvement, it the Bank take-the nutter in hand it canrealkeUiels^' for Cp^Lof 

the necessarily high handed action 01 the Govci umeht. e ' he Ideal much more S m 

i Thu was written in February 1920 since tlien the ill-advised liaste'of n ’ * U m 

give effect to tut recommendations of the Currency Vonmdttee, and their u.ad ^°\ cra meut ot indlt. to 
lie verso Councils has entirely reversed the situation. Wo fetlllfeol convincedth ® U £ Ure for th e S * 
intense trade depression m this country. so long at least as the war- wasted lH n c ° occusion to 

iwSL 1 S 3onatn ttj e ^ , ‘ lf ul) -\ l ^ e Oovernmeut of India would give us an honest Europe, are not 

could have our foreign exchanges immune iroru the amateur .meddling u * only f wi 
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the rupee due to the scarcity of silver supplies has brought about such* a state of 
Exchange as to make our sterling indebtedness worth half the amount in rupees . 
or less. The Budget Estimates for 1919-20 give our total sterling debt at 
£194,142,575, for which a sum of 150 crores, at the present rate of Exchange would 
be quite sufficient. If we take our average balance of Exports at £80 millions, 
or, deducting Home charges, at £50 millions, three years' balance would suffice 
to take up all our foreign indebtedness, if the British Government could be induced 
to mobilise the sucurities of the Indian Government held in England —as they did 
in the case of American securities held in England to meet the difficulties of the 
Anglo-American Exchange—and sell the same in this country the present ex¬ 
change difficulty woyld be considerably modified, if not eliminated altogether, 
at the same time that it would help to cancel India’s sterling indebtedness. 
Incidentally, if the whole transaction were entrusted to the proposed Imperial 
Bank, it might be availed of to bring about a quiet but effective change in the 
standard of the country’, from silver to gold. 


F0RA1S OF DEBT AND SECURITIES. 


Rupee Debl. 


The existing Rupee loans are of two kinds :— (a) Those which the Government 
has undertaken not to repay.before a certain fixed date, but which art; repayable 
at the option of the Government at any time after that date, after giving notice ; 
and (b) those which Government has undertaken to repay (i) either on a certain 
fixed date or (iij not earlier than a certain fixed date and not later than another 
fixed date. The following are the rupee loans now in Existence 


(a) NON-TERMINABEE. 


ii< i 


Name 


Conditions 


Amount. 


I. 3| per cent, of 1842-3 | 
31 oer cent, of 1854-5 1 


2. 31, per cent, of 1854-5 

3. 3| per cent, of 1865 f 

4. 3j per cent, of 1879.. J 

5. 3 per cent, of 1896-7 .. 

6. 3J per cent, of 1900-1 


Repayable at the option of 
..the Government after 3 
months notice. 


Repayable not before 31-12 
1920 and thereafter at 
Government option after 
3 months notice 


20,94,86.000 
29,43,39,000 
34,13,09,000 
1 3,41,37,000 

6,83,29,000 

31,46,03,000 


Total 


l,26,2ii,WX» 
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4 per cent Terminable Repayable not before 30th 4 qq nnn 

Loan of 1915-16 November 1920 and not 

later than 30th November 
1923. 

2 . 4 per cent. Conversion Loan Repayable not before 1 st. October 9 97 qo aa a 

of 1916-17. 1930 and not later than 1st. y ’ J7 ^,000 

October 1936 

3. 5 per cent. War Loan, Repayable not before 1 15th 95 A . )r __ 

1929-47. .August 1929 and not later 

than 15th August 1947. 

* §&"**"*”*• 19^9^07,000 

5. c Mt . War Bond,., BepagWe J the 15th Auptst , ,, MiC4j000 

Total. . . .. 7^ 

7 '>68,56,000 

(b) TERMINABLE LQANS.-concld. 

Name of loan. Conditions of repayment - 1 

<). 5! per cent War Bonds, 1921. Repayable oh the loth Septetnb 

7. 5 1 percent. War Bonds, 1923. Repayable on the 1 5th 

H. 51, per cent. War Bonds. 1925.. Repayable (at Rs ] 0'3 ' U 

the 15 th .September P S 2 , . em - ) ™ 

9. 5| per cent. War Bonds, 1928. Repayable (at R s 1(r ~ 

on the 1 5th Sent.onl ° P® r cellfc - 
? Ttln ber H) 2 g, 

There are also in existence a few special Loans, mud' 

^ Loans taken up by 3 India^mchiofs and a special 4 p. R j (V <ei tain Railway 

Maharaja of Gwalior in 1.887, amounting in all to i ],hi ' '*p by the 

Uttle over R S . 4 crorea . 

the sterling debt. »• 

on 31-3-1918. 

I. India 31 per cent.. Stock no! redeemable unto 5 -i-si 

and thereafter on one year’s 90,519,304 
notice. ‘ \ v \ 

2 . India 3i per cent. Stock. Not until 5-10-48 and there¬ 

after on I year. s notice ^5*26,9, 189 

3. India 2 A per cent. Stock Not until 5-10-26 and theiv 

4. India Bonds, 1911 Redueeable b^f Vvm'y'year ’ffioO 

5. E. I. Ry. Debenture Stock ‘.000,000 

4Jp. percent. . •• , 

6 . E. B. Ry, M „ 4 per. cent. m4o °’ 650 

7- S. I. Ry . 4 >. . 

8 . G. I. P. Ry. #> \' t 4 ‘ . 348,6& 

9. Non. Interest bearing Debt. \. 2 , 701 * 450 - 

___ Total 1 > '--i 92 l 

1:1 UlU * U 
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The remainder of the Indian sterling debt consists of so much of India’s War 

contribution as has not been liquidated from the proceeds of the War Loans of 1917, 
1918 and 1919, this being taken at £20 million make up the Budget total of £191 
million in round figures. ^ 

The three main forms in which the rupee debt is held arc : (i) Stock or Book 
Debt; (ii) Bearer Bonds; and (iii) Promissory Notes. When the debt is held 
in the form of Stock the owner is given a certificate to the effect that lie has been 
registered in the books of the Public Debt Office as the Proprietor of a certain, 
amount of Government stock. This certificate is known as a Stock Certificate 
and hence the name of the Debt. In the second case, the Bearer Bond certifies 
that the Bearer is entitled to a certain sum of rupees in respect of the Loans to 
which the Bond relates. A Promissory Note contains a promise bv the Governor- 
General 'n Council, on behalf of the Secretary of State for India to pay a certain 
person a specified sum on a specified date or after certain notice, according to 
the terms of the particular loan to which the Promissory Note relates, and to 
pay interest thereon at certain rates half-yearly on certain specified dates. Each of 
' the above forms of security is convertible by the holder into either of the above 
two. 



During the War two new forms of securities have been created. Treasury 
Bills, "ben issued, are in respect of temporary borrowing by the Government 
of India 9 /ub usually have a.currencv of from 3 to 12 months. They are issued 
in the first instance, at a discount, equivalent to the interest, on the face 
value of the Bill for the period for which the Bill is issued, and are at maturity 
paid their full face value, the difference representing the yield to the investor. 
The lowest denomintion issued is for Rs. 5,000 a sum suitable for Banks, shroffs 
and othei huge merchants, but too large for the ordinary Indian investor. As a 
rule on maturity the old Bills may be exchanged for new ones of like amount, unless 
the boldc desires payment j n cash. The Treasury Bill sales ami payments 
are managed by the Presidency Banks. On the other hand the Post Office Cash 
certificates.* are specially intended to facilitate the investment of small amounts 
and to encourage saving among people of small incomes. They have a cur¬ 
rency of 5 years on the expiry of which they are to be repaid. As they are issued 
for an amount less than their- face value, the difference constitutes I lie profits to 
the investor. They are issued in the denominations of Its. JO,20,50, 100 and 


500 on payment of Rs. 7-12, 15-8, 38-! 2. 77-8 and 387-8 respectively. Tho 
maximum amount of certificates thid euu be held by any individual is Rs. 10,000 
morainal value, ihe investor’s monev, however, is not locked up for the full 
erm of 5 years. He can, if he wishes, obtain payment at any time during the 
uxiency of the Certificate, and in that case receive an amount which, according^ 
the time he has held the certificate, gradtdally increases at comped ^ ^ 
from the original purchase price up to the full face value of the certffi cr 1 

-—.—i— —-—-—~ but, witiiuuiauocwa. 

* Lord Premier tried to attract the ouuOl Investor by easb notes at, ««iy as 
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y Jy cud of five years. The profit to the investor is free from Income Tax, and tlie 
certificates are sold at all Post offices all the year round. 


<SL 


XCI. CONVERSION SCHEMES DURING THE WAR. 


We reserve for the next part an account of the War Loans during 19 

but here we may mention the scheme of conversion adopted by the Government 

in 1916. In the past most of the conversion schemes were undertaken with a 

view to reduce the interest charge ; and so^ whenever possible, Government ofiered 

the alternative of paying off the debt or issuing fresh stock at a lower rate In 

the War period, however, the higher rate offered for the War loans required 

some corresponding facilities for the conversion of the earlier debt carrying lowe 

Interest. Without undertaking the obligation of converting the whole of thcii 

31 p. c. debt into one of 4 p. c. the Government in 1916 offered to the subserl 

to the new loan, carrying interest at 4 p. c. and redeemable in 10 or lo veawl 

n . . , > alf> at the 

option or the Government, an option to convert an equivalent amount of 

or 3 p. c., at a rate to be fixed, into 1 p. e. redeemable loan, the offer + 1 

. to 

open for the two follow ing years in regard to any public borrowing by then r jq 
rate for 31 p. e. paper was fixed at 74. The great difficulty irl 4&is. c 0l 
scheme was that it was restricted only to the subscribers to the new Lo n trsi011 « 
an amount equal to the figure subscribed towards tlie new Loan \ n 
quent Loans similar facilities for conversion were granted. U 




Sinc e tlie above was print, the Budget of 1921-22 h is set 

scheme of conversion and redemption. In view of the co t ^i 1 

interest anxiety was display^ on behalf of the holders of the 1 **** 

curities, discing Budget discussions in the Imperial Council. | yy >lcUatlllu Sft * 

verninent have created a special sinking fund of Its 80 Ui.-Vw .. ^ < 0 " 

. lanns a year for buttress 

mg the War Loans. It was rightly urged against this scheme that h ”* 

ous distinction between the holders of different classes of f " l( e an 


var ijoans. id was rigntiy urged against this scheme that \\ m .. 
invidious distinction between the holders of different classes of V ^ 6 au 

curities, all the more objectionable because the investers in the \y. Se 

when they invested, that they were subscribing for powder * ° UUS 
wlien fired, would leave no realisable assets; while the holde 
curities of 3|% or 3% were, at the time they invest T ^ ^ eavlier Se - 
profitable, productive assets. Besides the bulk of the 1 j T ’ advan( ' iu b r against 
relatively more depreciated securities, are minors, wido^T* ^ ^ ^ 
institutions, it might reasonably be expected that u Dv Stable 

least equally alive to the need and service of this less n'T**' Sh ° uld be at 
serving, class of. public creditors. The expedient of two Im’ ^ de * 

one for Bombay and one for Calcutta, is scarcely calculated ^ C ° muuttee s> 
an acceptable solution oi this important question of public Jedit ^ * ** aud ' 
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PART V. I 

- »- 

THIi WAR F1NANCH IN INDIA AND THE PEACE BUDGET. 


XCII. The Nature of War Costs. 


The proper principles which ought to govern the financing of a big War have 
never been clear!v worked out, in this country. The unfortunate practice, 
so common under the Company’s regime, of meeting all extraordinary expenditure 
[jv borrowing, was no doubt modified by the first Finance .Ministers of India under 
the crown. But in every case of sudden emergency caused by War, or Famine, 
the litter Finance Ministers of India have had recourse to borrowing, perhaps 
because they exaggerated the political danger of additional taxation, possibly 
also because they were naturally unwilling to invite too close a criticism of their 
metliods of financing, as they were afraid their objects would not stand a very 
close criticism. During the last great War, the magnitude of the struggle as well 
as India’s being only indirectly involved in it made the perception of the true 
nature of War financing still more difficult. We in India were not suffering 
from any of those evils of actual warfare within a country, such as destruction of 
private property under stress of military operations, which escape being included 
in the account of War costs, as represented by the money spent upon the conduct 
of the \\ ar, but which seriously impair the productive capacity of the countries 
thus suffering, 'i o a certain extent India did suffer from a diversion of her trade 
owing to War restrictions and the shortage of freight; but this loss was more than 
countei balanced by the gain attendant upon high prices and increasing 
quantities of her exports demanded by the belligerents.* We had not to 
face tha.v other serious factor in the true War costs—which nevertheless is not 


accounted in financial figures recorded by the Exchequer—a conscription of 
out Labour force for War purposes, and tlic consequent manning of the industih s 
by relatively inefficient labour to the gratfe prejudice of the country's wealth. I* 
“ real costs of the War to the nation consist, not in the things that are actually 
absorbed in the War, but in the things- including the leisure of some of its work 
people—which the country 1ms to do without in order that these things nmy^bo 
provided ' f it must be admitted that the effects of the War upon lndm 
been slight and indirect. > __ 


{ __ - mtieh greater 

* The Trade! Return, however, 8 how that the toMaftW fa the' thcrc'oru. not 

Limn that Imports. The quahtitfe* exported also fell oif • f r£,u*.‘ 
ruulitv an H appears by a suporiidal stutfig of value* only u* 
f Pfe ou, Economy ami finance of the War* P* 1 * 
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XCIII. a BRIEF REVENUE OF INDIAN FINANCIAL CONDITIONS 1915.19 

Ihe Financial Statement of 1915-10 was the first after nearly forty years 
to be prepared under War conditions of a very serious kind. Though in the lir t 
year India was not directly concerned in fighting, beyond'the dispatch of an F 
ditionarv Force to France, the financial system of India was not immune fr^ 
llie effects of the world conditions. The Indian Currency system, for e.vtmi l'" 
required the closest connection with the the central money market of the v n •] i 
while for great projects of internal development India relied upon borrowim" ' 
the same centre. The trade of India, moreover, was iii increasing < y - ln 
with the whole world, which must, therefore, inevitably suffer by the ? 
restrictions of the War. The' out-break of the War, however. founTT 
finance iu a remarkably strong situation. , ,The Treasury balances i,,],’ r - “ 
in England were a million and a half sterling in excess of the estim 
agricultural outlook was favourable, and the Banks were well ^ovided'w'T ' ^ 
Hence when the War first broke out, the one problem that the Government It 
had to face was to support Exchange. Those desiring to remit their <• • 

England found that the dislocation of trade, consequent upon the depred ^'''' t0 
the German cruiser Emden, and the fright taken by the Indian S 0 ® 8 0 * 
had left exchange'so unsupported by Trade balance that they could"' ( “ men , 

at any thing like par rates without the intervention of the Govcr n °* reni ^ 

cordanee with the recommendations of the Chamberlain C'ommi •=• 1Un '• In ac- 
rency and Finance, the Government offered to sell Reverse Bills !J " latl Cur 

State for India in Council at a specified minimum rate to the o ' ®^ cte taty of 
a week. At the cost of about £ 8.7 million sold between Aim ° f '! l ' (l00 > 00,) 

191o the Government managed to keep the Exchange sto- , | ,lM , ' * an< * March 

met in England by the balance in the Gold Standard 1>„C •^ ThfSe Bills " r «e 
^herc was a rush (a) for gold' coins awl (b) on the Savi' '" ' M h ° me in l&k 
as(c) Currency Notes. Nearly £1.8 million were wVhdmv * ^ ositsas wll 
ment intervened to stop further drain on their very slender'" b ‘ >l0 ^ the Gov «m- 
refused any gold for internal purposes. Those who desired^,' uVh *" d 80 
Savings Banks Deposits or conversion of currency notes W ro •" * l< rawal of the 
and the total withdrawals amounted to £7 million, while tii ,U>Vor " ^cility, 
note circulation was about 7 crorcs. But for ’d« w fcJrS h “ ° f * 
War brought no serious anxieties. India had not to Pl .. i ■ 1 ^ ear of the 

suspension of payments, nor afford any extravagant ° f * U,n moratorium 0r 
other institutions, ar e in k. %1 i 

or 


<SL 


% t Wi , 

provision lor the deficit earned by the Wat.' The *** »■> ) 

Million 'res on account ol the Imperial Clovernmeni tf-i”" Uio » » f tftt*. 
’’ rlie Bocal government, being allowcl to over ,t' 


to over draw to the extent of fit 
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million their balances with the Government of India. The ordinary Revenue 
. and Expenditure account were left substantially unchanged. The Imperial 

deficit of 2.8 million and the Provincial deficit of £1 million; the railway pro¬ 
gramme reduced to £8 million, and Irrigation programme of £1.1 million;, 
the purchase of £1 million debt in connection with the East Indian Railway 
account and a provision of another million for a possible withdrawal on account 
of the Savings Banks Deposits; the £7 million of India Bills raised in 19 4 

bv the Secretary of State and repayment of the Loan of £7 million from the Gold 
Standard Reserve gave the total of £281 million obligations. Against these the 

Government decided to renew the £14 million of temporary debt in England 
(£7 million) and India ; a fresh loan of £6.5 in England either directly by the 
Secretary of State-or through the agency of the Railway Companies working 
certain State lines ; an incursion on the cash balances for £4.5 million and on the 
Famine Insurance Grant for .5 million ; and a rupee loan for £3 million m India. 
With these provisions the necessity for fresh taxation was avoided* and the pre¬ 
war standard of ordinary Expenditure was maintained at the cost of slight reduc¬ 
tion in the expenditure on capital account. 

These calculations, however, were destined to be considerably upset by the 
prolongation of the War all throughout the Financial year 1915-16, and the 
absence of any reasonable prospect at the commencement of the year 19)6-17 of 
its early termination. The proposed borrowing of £6.5 million in England, 
for example, could not be carried out, the Secretary of State succeeding in raising 
only £ 3,! .million. Rigid economy in all departments of the Government, except 
the Army, had to be ordered; capital expenditure Imcl to be reduced, on Railways 
from £8 million to £4.9 million, and on Irrigation Works from £1.1 million to 
.9 million. In spite of trade depression at first, the rise in prices led to a consi¬ 
derable revival later on; and though the Budget revenues rose from £80.1 to 
£82.62 million, the Expenditure rose from £84.435 million to £85.264 million 

The deficit, therefore was £2.644 million; and, if the same basis oJ ^revenues 

was continued for 1916-17 the loss at the end of 1916-17 would be £2.96 mi 
lion ir.iaddition. It was evident that such a system could not be toh i. ' . 

of the fact that there was no probability of the War coming to a c ose 
1916-17 while there was temporary debt of considerable dimensions. twa ®> 
therefore, decided to add to the existing taxation so as to increase the rev 
by £3.6 f as against an estimuted Imperial deficit of £2.6 million e p 

* said Sir Win. Mover In the Financial Statement: We do not, P/fPS.-icncv i™rcvcuue which 
by Increased on this oeca ion. We should not hesitate to d<> so Ui > eet a l ■ ^ethcr peculUx. 

promised to be ol a more or fee* abi.iin,; character. But 1 Me. pre «nt cirauwan , ulll)l o<uetWe £ 

Wo luicev that Ordinarily, we can count on surpluses- India, too, *" s ln %^IVues, we have come te . 
and, with trade conditions depressed, and the present abnormal rise .^^Usur.v " , t maoc.a. 
conclusion tout w e ougiit not to add to existing taxation 11 u absolutely 

moot 1W5-W. Poru 64. jjuilon poW«»' 

f This sum was made up of:— . im , •• •* " 

(1) iJugionm anti t •.fmiWuUeutjftl 11 


(2) Suit duty increase 
(Z) ilicOXOH Tax cJiaugi: 


ij'or fuller details see below 


£ .0 
£ M 
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surplus of a little over a million stewing* Against this must be set off an estimated 
Provincial deficit of £ .4 million, Railway capital outaly of £3.0 million, Irrigation 
£.9 million, Delhi £.3 million and the discharge of debt £ i.O million or a 
total of 6.6 million in excess liabilities. Allowing for the Budget surplus, there 
would still be an excess of liability over assets of about £5.5 million, which it 
was proposed to meet by a fresli rupee Loan of £ 4.3 million, use of cash Balances 
to the extent of £ .3 million and unfunded debt to a like extent, a deduction of 
£ .2 million from the Famine Insurance grant, and, £ .4 million from Special War 
.Receipts, thus bringing about an equilibrium. 


• » 

From the beginning of the calendar year 1917 the situation had clian«ed 

in two important respects, affecting most vitally the Indian Financial s'vstcn 

as a whole. The rainfall had been extraordinarily good in 1916 • n “ ° m 
• . • ! i . . 4 ’ aua there was 

continued demand, even at increasing prices, of India’s exports by the belt' 

gerents. The Government of India were incurring heavy obligations on behalf 

of the Home Government by financing their purchases and other War scr ^ ^ 

iu stead, therfore, the Government of India being debtors to England in 

of the Home charges, of about £20 million annually, they were actually 

of very large amounts in respect of these obligations.* The old m ti° ^ 

meeting India’s usually favourable balauce of trade were now cither ^ S ° f 

or inadequate, especially as the balance was getting heavier every nxo * ' able 

the export of gold from other countries to India was impossible as U ° U ^ 1? W ^ e 

restrictions, as by the dangers attending transport. After the first much by 

war 

Reverse Councils, trade conditions had so asserted themselves tl o rus ^ ^ or 

the year 1916 there was a continued and increasing demand f throughout 
the Government of India to be paid in rupees. The price of /p* ^° Un ^ P^ls on 
improving ; and, iu spite of heavy coinage operations, the C * ' ^ Was 8* a dually 
. were feeling the strain on tlujir rupee cash balances’ \ ^° Vernment of Jpdia 
d^ar that the Treasury could not meet this drain ” ° vem ^ r 1916 [t 


issued reducing the sale of Bills to Rs. 80 lakhs a week 8uh ”°. * ca J| on had to be 
60 lakhs. In January 19|7 the exchange was raised to lITsd' the'T 11 ^ 

In July following, Government took entire control of all imnortJnf. "i i * /T** 
to conserve the stock of specie, while instructions were issued to F 
Banks not to finance exports except those which were strictly ncc * ' 

prosecution of the War by preference, and for the rest demand^rTu ^ 

Trade was thus severely handicapped by the scarcity ot t > ' U CSV COVer * 

Bills or bullion. Altogether in this respect the situation - atl w in the form of 
that instead of the expected demand for Reverse Bills ^ C6m ^ ete ^ altered 
a Continuous heavy demand for Councils so groat thaU^ * ^ * as 

every measur e they could think of to ease the strain ^ ^ 

**" i i 1 * . 


iftlo-lfi hi R1 ou i'T" ivt i/ OO.U million In mufion 

Eiiill i ftawi&sgg 


1918-11) .. 61.87 as.65 


46 
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” I '' / The .other important change was in the case of Revenues and Expenditure of 
the Government. The Budget estimate for 1918*17 was for £ 86.5 million 
revenues, and £.86.027 expenditure; in the revised estimate it was found t^it the 
revenues would amount to £96.7 million, and thp ordinary expenditure to £89.45 
million. * The continued prosperity in trade, combined with the increased prices 
had caused a boom in the Railway, revenues, which accounted for £ 4 million 
excess, the customs which showed an excess over estimate of .65 million, and the 
Income Tax showing an excess over estimate of £ .35 million. The increase 
in expenditure was largely due to increased Army charges. On Capital account 
the estimated expenditure of £ 6.6 million was increased to £15.8 million, chiefly 
on account of the repayment, of debt which was budgeted for at £2 million, but 
which eventually amounted to £ 11.6 millions. 


<SL 


In the next year 10! i-*8 the features noticed in the preceding year were in- 

tensified, but no new factor entered materially to affect the situation, with the 

exception of the decision to make a Contribution of £ !(X) million towards the War 
tost of the United Kingdom. This decision was arrived at in 1917 and had been 
incorporated in the Budget for 1917-18 leading to a very active, in some cases 
undesirably active, compaign for subscriptions to the War Loan. The Revenue 
for 1917-18 wi« estimated at £98.8 million; it actually amounted to £110.4 
million. 1 he expenditure had been budget at £98.8 million; it actually amounted 
to £102.3 million. There was thus a surplus of £6 million odd which was consi* 
dered sufficient for all needs, and so no additional taxation was imposed. The 
principal n. u . m the increase of Revenues were: Railways, Salt, Income Tax 
and Customs, while the bulk of the increase in Expenditure was accounted for .as 
usual by the Army. The only point of interst in the 1917-18 financial history 
was in connection with Ways and Means. The ordinary transactions under 
this head amount to between £ 20 and £ 30 million. Owing to the Receipts 
n ler the V\aL Loan, and the expenditure incurred by our government 

dn account of the Home Government, they amounted to £ 111 million. The 

\\di Loan proceeds provided £36;5 million, Treasury Bills £30 millions; 
me exeesn £31.5 million, Coinage £13 million. The Ways and Means 

War dijteT' ^ OCCHS ' on anxiety also in the last and the closing year of the 
to meeTr*^' i" ^ ^ had to be provided for, of which it was proposed 

1 120 fr ' ,u ' L »“ s - £l3 

Item aod fsLinJ," * rom further investment in the Paper Currency 

Iia. 47 cores, M ,? bal ‘ tos - The L °“'‘ » f realised 

ins war ImVlt i'l’V " ° Ut tke promised £ 100 million, so in the doa- 
u i0,ni programme was continued with slight, modifications. 

of India display a]iythf n i ,Jr »?,!? 1 0110 , V or6 P r ?°f of tho old criticism, that the estimate* of the Government 
in Halm* ami itaihvay& in n /! ^ n , Hn( h»l workmanship. Tito excise that Jndl*n finance Is a gamble 
variations are not affeli L! 1 ?, Vcr: * ,itt,c Justification particularly aa the Items lowing the greatest 
vV an unreasonable excess. ^ 1,8 Vcry muc k- The principle ol cautions budgeting secias to bo carried 
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In September 1918 it was resolved to make 0 . further contribution of £45 
million, under certain restrictions. 

XCIV. ANALYSIS OF REVENUE AND EXPENDITURE 1914-15 TO 1918-19. 

After this brief review of the principal features of the War period financing 
in India, we may next proceed to a more detailed study of the Revenues and 
expenditure. 

The following table gives totals of Revenue and Expenditure. 

Revenue. Expenditure. 


Estimates 

1914-16 

1915-16 

1916-17 

1917-18 

1918-19 

1914-5 

1915-16 

1916-17 

1917-18 

1918-19 

Accounts 

Revised 

81.15 

84.41 

98.05 

112.60 


82.94 

85.11 

85.60 

85-20 

90.57 

89.45 

104.57 

•• 

Estimates 

80.15 

82.50 

96.75 

111.40 

121.5 

89.45 

li>5.85 

106-14 

Budget 

Estimates 

85.07 

80.34 

82 55 

98.85 

108.34 

87.02 

84.18 

85.51 

93.81 


The figures are million sterling. 

If we compare these figures to the pre-war standard of 1913-14 we find 
that the total Revenues have increased from £85.20 million to £120 million, 
or a net increase of 42. p. c. Compared to the increased demands upon the revenues 
during the War in countries like England this increase seems to be insignificant. * 
The Expenditure has increased from £82.89 to £ 125 million or over 50 p. c. 
If we compare the details of the following tables show the increases in the Principal 
sources of Revenue and the chief head of Expenditure between 1913-J918. 


REVENUE (ACCOUNTANTS) IN THOUSANDS STERLING. 


Sources. ] 

Land Revenue .. 
Opium .. 

Salt 
Stamps 
Excise . . 

Customs 
Assessed Taxes . 
Forests 

Other .heads .. 
Interest 

Posts & Telegraph 
Mint 

Civil Department 
Receipt 

M iseellaneous .. 
Railways : net .. 
Irrigation 
Other P. W. 

Mil. Receipts .. 


Total 


1913-14 

1914-15 

1915-16 

1916-17 

1917-18 

1918-19 

21,391 

21,221 

22,031 

22,041 

21,607 

20,945 

1,624 

1,572 

1,913 

3,160 

'3,078 

3,229 

3,445 

3,910 

3,647 

4,826 

5,499 

4,176 

5,318 

5,082 

5.433 

5,776 

5,727 

5,896 

8,894 

8,856 

8,632 

9,215 

10,161 

11,517 

7.558 

6,347 

5,873 

8,659 

11,036 

12,603 

1,950 

2,036 

2,090 

3,773 

6,308 

7,300 

2,229 

1,980 

2,074 

2,470 

2,731 

2,910 

1,333 

1,095 

1,128 

1,128 

1,125 

1,154 

1,352 

1,023 

1,096 

1,136 

2,170 

4,020 

3,598 

3,596 

3,787 

4,174 

4,616 

5,323 

339 

69 

102 

690 

517 

1,716 

1,408 

1,505 

1,579 

1,739 

1,935 

2,086 

^772 

677 

679 

847 

4,868. 

5,771 

17,625 

15,799 

17,977 

21,313 

24,141. 

25,347 

4,713 

4,680 

4,779 

5,155 

5,063 

5,402 

298 

288 

304 

309 

323 

332 

1,369 

1,374 

1,211 

1,575 

1,720 

1,713 

85,207 

81,157 

85,602 

98,050 

112,662 

125,351 


Increase. 

- 2 % 
+180% 
+ 19.5% 
+ 11 % 
•1 30% 
+ .67% 
+ 375% 
+ 30% 
+ 12 % 
+ 300% 
+ 30% 

+ 500% 


+ 50% 
+ 750% 
+ 50%. 
+ 15% 
+ 11 % 
+25% 


.4 


* ine ugureB lor 1918-19 are the Revised estimates lor that year, winch in the Accounts show appredabW 
improvement in the iniygltaut Ueada. f or aU other years the figure ate the Actuals or account** for thu 










Miscellaneous 

Mint 

Income Tax 
Interest 
Opium 
Kail ways 
CIV. Dept. 
Excise 
Forests 
Posts Ac. 
Customs 
MIL Rec. 
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On the Revenue side we find that, taking each item, the-greatest propor- 
tionate increase as shown by the table in the margin. Of these the receipts 
from the Mint and Miscellaneous sources are extraordi- 
500 % nary, and cannot be relied upon in permanent finance. 
300 % Quantitatively they are also insignificant. Opium is 

inflated by high prices; but as the Chinese monopoly 
30 °^ revenue has practically ceased this may probably be 

6 ?% taken as a more permanent increase. The greatest 

25/0 quantitative increase is under the heads of Railways 

Customs, Excise, Income Taxes. Of the increase of £40.644 million in the 
Revenues, Railway contributed 7.722 or nearly 19% ; Customs continued 5.045 or 
12%;Income Tax; 5.350 or 13; Excise 2.653 or 6 %; Interest £2.668 or 6 % ; Opium 
1.605 or 4%; Posts and Telegraphs 1.725 or 4.25 % and the rest 35.75 % by 
other toads. If we distinguish between tax-revenues and revenues from commercial 
aeTvices » we find that £70.467 million out of £125.851 million was 
< ont Fibuted by taxes, including land revenue, or 56 % of the total. (If we exclude 
J^iH-Revenue it would be 40 % of the total.) The commercial Services of 
° puini ’ Railways, Irrigation, Post Office, Forests, other Pul lie Works, Interest 
Iln ^ ilint waa£48.279 or 38.5% of the total, leaving to be made 'up only 
^ //q b y Oie remaining items. In the pre-War days the tax revenues 

amounted to £48.556 million out of £ 85.207 million, or 57 % of the total ; if 
xc ^ e riie Land Revenue the proportion would fall to a little above 33 p ( . 
JJ eo ^nerc ial services earned £31.480 million or 37% of the total, paving 
0 t ) bo made up by the other remaining sources. As between Direct and 
n irect Taxes, before the War the former amounted to 2.28 % and the latter 
/o ol the total. i n 1918-19 the proportions respectively were : 5.87 and 27 % 


On the side of the Expenditure the following table shows the principal items 
and their increases. The fi gures are in THOUSANDS £. 


Heads. 

Direct demands 
Interest 
Posts & Tel. 
Mint 

Civ. Dept. 

Mis. Civ. 
Famine Rif, 
Railways^ 
Interest &e. 
Irrigation 
Other P. W. 
Military 
Prov. Adjust 
ment 

Total , . 


1913-14 

1914-15 

1915-16 

1916-17 

1917-18 

1918-19 
R. E. 

Increase. 

9,274 

8,939 

9,467 

9,328 

9,854 

11,676' 

25.8% 

1,515 

1,191 

1,190 

1,174 

• 7,328 

■7,733 

510% 

5,272 

3,257 

3,149 

3,441 

3,567 

4,116 

- 25.2% 

132 

141 

89 

167 

167 

267 

100% 

17,934 

18,910 

18,868 

19,081 

■ 20,855 

24,474 

37% 

5,403 

5,31] 

5,128 

5,414 

5,918 

6,130 

13.4% 

1 ,000 

1,000 

• 1,000 

1,000 

1,000 

1,000 

P ♦ # • 

12,836 

Q too 

13,641 

•13,901 

13,832 

14,227 

14,154 

10.28% 


3,754 

3,721 

3,549 

3,784 

3,988 

12.5% 

7,010 

7,177 

5,451 

4,618 

5,048 

5,596 

-20% 

21,265 

21,809 

23,503 

26,566 

30,768 

45,639 

114% 

282 

2,190 

131 

2,397, 

2,059 

1,073 

•• 

82,894 - 

82,942 

85,602 

90,572 

104,575 

125,851 

52.38$; 





In these figures quantitatively the most considerable increase was under the 
head of military services which was practically more than doubled. It must 
be noted, however, that the figures for 1918-19 contain £12.700 million for 
further assistance from Indian revenues towards the cost of military forces 
raised, in India in pursuance of the Resolution of September 1918. Making 
allowance for thatAve still have £33.041 million or an increase over 1913-14 
basis of 55%; According to section 22 of the Government of India Act, the 
application of the revenues of India to defray the expenses of any military opera¬ 
tions beyond the frontiers of India was forbidden. By law, therefore, India was 
not bound to bear any portion of the cost of her troops dispatched to assist 
the Empire’s forces in the European conflict. But under a wspecial reslution of 
Parliament passed early in the Wax, India had undertaken to defray.the ordinary 
charges — on a peace footing — of her forces sent to France and other theatres of the 
War. This explains the very considerable addition in the'expenditure under the 
head of Military Services. Next comes the increase in the item of Interest on 
Ordinary, Unproductive Debt, which shows proportionately the biggest increase. 
The heavy loans raised during the War arrested the pre-war process of the steady 
reduction in the unproductive debt charge, and, instead, increased that charge 
more than five times. It was in consequence of the decision of March 1917 to 
make a contribution of £100 million to the War by borrowed funds — over and 
above meeting the expenses of the increased Indian army for the service of the 
Empire — that the unproductive interest charge was raised so much. There is 
next an increase of over £7.25 million in the combined items of Salaries and 
Expenses of Civil Departments and miscellaneous civil charges or proportionately 
31.10 p. c. over the pre-War basis. During the War years proper 1914-1918, 
there were enforced rigid economies in all departments, and there was not, there¬ 
fore, the gradual increase under this head conformable . to the increase under the 
head of Military Services, for example. It was rather the result of a sudden 
spurt, after War economies, in the first peace year of departmental increases 
and greater salaries that explains the increase under this item.* The increases 
under the head of commercial Services are the result of natural expansion, which 
would probably be much larger in proportion as the necessity for War economy 
becomes slighter. It is alleged, not quite without reason, that these services 
were practically starved during the War, and that consequently in the years 
immediately following the close of the war, there would be very large demands 
on the public revenues on these accounts in order to make up fox the wastage 


to______*______ 

COTjHtit.atlonai C< Se^m^ a ™*r n i any P®ople il1 lndia ’ ^ matter, that the ne' 

ability and the 8 Ing to Prove very costly. It Uie iiWihh officer loses that sense ol reajun 

Finance Mlnlstert? ha ^ h f^ ludiu ’* 

be very largely justified nL lnd Un Anient is lacking experience. tlu‘H* fears won! 

initi&t in crease s niioht i», th/i 10 0Il b r consolation is that y is in the right, direction, tli 

with the sense of public or $n lu * l )roVe unimportant ^ scrutiny will be borne nlon 

HD means encouraoim. Responsibility to the people. At tliepresinfc momfcnt. however, tlie signs are 1) 
all round Increases fn aa’lnr!.. f hdinn oftliial hierarchy, befog apparently anxious to secure definite 
mm br tSdkofWiahT& betor9 Hieirday of absolute power is over while the Indian element Is eltli, 
el Um rtJ d a sen^e ol rltr?.. T s ,Jl ia clsa «u>«lUbi K tu jeopardise larger Issues by all untimely exhibit it 
]§£{teli o®cere ta»greety“ctanent, His to be hoped the mturo will wake the Indian ministers bolder at 
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and depreciation of the War period, and to provide for the resumption of the 
interrupted, pre-war programmes of expansion. There is, however, room for 
criticism against the pre-War policy in'these branches of public expenditure. We 
have discussed in the preceding part, in the appropriate sections, the programmes 
we consider reasonable, as well as the possibilities of further expansion. The 
increases under other items are insignificant from the stand-point of their 

permanent effect upon the 1 adget. 

XCV. HISI * AND DETAILS OF WAR TAXATION. 
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War Budget it was considered that as the emergency 
’ uporary character, the anticipated deficit should 
and permanent borrowing. In the next Budget, 
!ir fchat in view of the impossibility of raising 
n*l«m and the probability of very heavy demands upon 


; Isr introducing M h 
though heavy, \va 
be met out of t< , 
however, the Gov 
any great loans in 

the revenues on • mination of the War, it was necessary to make 
provision for i" ..1 revenues.* The sources of revenue selected for 
manipulation 10 ■ t ,n War nee( j s were briefly : Customs, Salt and Income 

Tax (a) The customs charges, expected to yield £2.1 million took the shape 
. ol (i) a rise in the general Tariff from 5 p. c. to 7i p. e. ad valorem, estimated to 
yield £.420 million more, making allowance for the decrease in consumption 
consequent upon higher rates. In the case of sugar, in view of the need to protect 
the local industry, the rate of import duty was fixed at 10 % and the change 
was estimated to yield another £ .4 million (ii) The free list was next curtailed 
very considerably by statute, in place of the old, wide free list based upon positive 
law and.executive . , .... . .. „. in an d bullion, the current Indian coins 

certain essential mati-ruds t.,r indn -11 y un d agriculture, and a few other specified 
articles, like live stock, work* ,f mt, books u "dorms, quinine and antiplague 
serum were to be the most impoitani items in *hi- new restricted Free list, (iii) 
Some articles, taken from the old free list, were 1 ■ ; taxed 2\ p. c. ad valorem 

e. g. grain and pulse, tea chests nn<] lead shout • their manufacture, printing 
and hthograpbi.. material, machinery other tha 'I ‘ required for cotton spinning 
and weaving, railway material and ships. -A 'i ’’ditative duty of 8 as. a 
ton on oonl. coke und Uu-I wm estimated ... appro • *laoto 2 * p.e. ad valorem. 
In years of famine the tax on grain and j»ul • l),: removed by execu¬ 
tive order, while rail*. ite was to be free 

from taxation as Government .Stores; though H-'ilway material for lines owned 
<-tc but leased to compi be taxed 2 £ p. c. (iv.) 

6 0t ‘ er dJ tlcles 0,1 t,le old free list were to be brought under the general tariff 

of 7|p. <f. as there was no justification for their being duty free. These modi - 

resort to ifpio-i^ed 0 ^ Statement 1016-16 " I Bald tliat the Government would nct c 

S Thatto mnJJ® a d Moloney In* revenue W ldeh prm.U*od to be of a ^f° r u le8 ye ar alter 

vrtTwIt 1 . uetoven', 1 ! f. y nuw to be laced. The war edullnue*, and wc cannot ao<)u, y| r d 

We consider It essential Inthe present uncertain out-look to^lncrcuw « 

' L tf,i Wdet . lo ««od the anticipated Imperial delicti of tho coining ¥•**’ *. 

»up|Jjr MUWmW wpl w ." T»fa n, iTwmclul Statement 1916-Jtf. 
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yield £ .160 million, (v.) The duty on iron and steel 
was to be raised from 1 p. c. to 21 p. c. and that on other metals from 5 p. c. to 
7.] p. c. giving an additional yield of £.08 million, (vi) The duty on arms and 
ammunition was doubled, approximating 20 % ad valorem, and yielding £ .020 
million, (vii). The duty on ale, beer, porter and cider was increased from 3 as" 
a gallon to 4J as. with a corresponding increase in the Excise. The rate on 
potable spirit was raised from Rs. 9-6 a gallon to Rs. 11-4 per gallon and the pre¬ 
ferential rates on spirit contained in drugs and medicines was withdrawn. The 
duty on champagne and sparkling wines was raised from Rs. 5-12 to Rs, 4 -6 
per gallon, and that on still wines from Rs. 1-8 to 1-12. Including £.020 million 
from Excise increase the total additional yield from these changes in the duties 
on wines, liquors and spirits was estimated to yield £.130 million, (viii) On 
tobacco, the duty was left untouched on the unmanufactured article; cigars and 
cigarettes were to be taxed 50 p. c. ad valorem in place of the existing specific 
duties. Manufactured tobacco of other description was to be taxed Rs. 1-8 in 
place of Rs. 1-2 per lb. The total additional yield from these changes was 
estimated at £.030 million. Petroleum cotton manufactures and rice were to be 
left unchanged. Silver Ware was to be taxed 15 p. c. ad valorem. The exports 
of Tea (ix) were to be taxed Re. U per 100 lbs. and the change was estimated to 
yield £.300 million. The export of Raw, Jute was to be taxed Rs. 2-4 per 
bale of 400 lbs. equivalent .to 5 p. c. at the then prevailing prices cuttings and 
rejections being charged 10 as per bale. Manufactured Jute exports were to 
be taxed Rs. 10 per ton in the case of sacking, and Rs. 16 per ton in thocase of 
hessian*, The yi e id was estimated at £-580 million. In addition, the tariff 
changes atfeoting the land trade were expected to yield £ .030 million * (B) The 
duty on Sail was t«, be raised from Re. 1 per maund of 82 lbs. to Re. 1-4; per 
maund, estimated to yield £ . 600 million. (C) In the Income tax changes all 
existing exemptions were left unaltered, as also the rates affecting Incomes upto 
Rs. 5,000 a year. Incomes from Salaries and Ponaions and ^ Other Sources ” 
exceeding Rs. 5,000 and upto .Rs. 9,999 will pay 6 pios in the rupee ; those between 
Rs. 10,000 and Rs. 24,999 a year will pay 9 pies in the rupee and those of 25,000 
and more to pay one anna in the rupee. Profits of companies were to be taxed 
1 anna in the rupee, subject to expemptions to individual share-holders whose in 
comes may be low enough to entitle them to such exemptions and to companies 
whose profits were below Rs. 1,000 a year. Interest on securities was to follow 

the same rate. These changes were expected to yield £.900 million additional 
revenue. 

be no cT * t * C * a * a ^ these changes it may be observed in the first place that there can 
mint' f ^ ^ ie nee< ^ f° r these changes. In view of the grave necessity, the 
poin s o regret, rather, i s that the Government of India waited one whole year 
^ re ilia ng these charges, and even then confined their changes to getting an' 
mount equal to meet the permanent addition to expenditure, without attempting 

For a fuller view .of the customs Tariff in force sec the schedule given In the Section on customs« 
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to meet any portion of the war expenditure from current revenues. The 
only excuse for the Government of India might be that they were misled by the 
Home Government as to the duration of the War and the seriousness of its de¬ 
mands ; hut that excuse cannot apply when the Government woke tr^the real 
character of the emergency and yet made provision for it on the most conser¬ 
vative lines. Turning from this general criticism to more specific charges, the 


criticism seems to be irresistible that Government held the scales unevenly 
between the payers of direct taxes and those of indirect taxes. -/While their 


proposals aimed.at getting £2.7 million from indirect Taxes, only £ .9 million 
was to be raised from Direct Taxes. Before the War the respective burdens 
of Duec-Vand Indirect Tax-payers were already very unequal to the prejudice of 
the latter : the proposed changes made the burdens still more unequal. Even 
if we deduct £580,000 of Jute revenue, £300,000 of Tea revenue and £30,000 of 
Tobacco revenues as no,t really borne by the poor Indian consumer, the disparity 
of burdens still remains, particularly if we remember that the ability, as measured 
by wealth or income, of the indirect tax-payers would be most JSrejudicially 
affected by a rise in prices, while the ability of the classes paying Income Tax 
was, if anything, rather improved. Objection may, therefore, betaken against 
these changes, especially the increase in Salt Duty ; and the point was driveu 
home by the further defect of these changes in that they were professedly made 
to yield a surplus. It is obviously unjust to tax the poorest class of the commuuitv 
most heavily for the object of getting a surplus. In the matter of Income Tax 
we have already noted our objections to the present system, with special reference 
to the exempt ion of Agricultural Incomes and the relatively low rates on higher 
Incomes. We may note, in passing, the exemption granted to those engaged 
tn the lea Industry, which, though in a highly prosperous condition, still enjoys 
this antiquated unjustifiable exemption, on the somewhat doubtful plea of its 
being an agricultural industry if the paradox be permitted. 


There were some critics of the Budget of 1915-16 who at the time professed to 
sec in these changes a fundamental change of policy. There is and there was in. 
tended—no such change. The Indian Tariff system was and still remains one for 
Revenue purposes culy. The Government may have attempted to make sonic 

alleviation of the most outstanding sores, but they did not succeed; and therefore 
the fiscal policy remained as before without a bias in favour either of Protection ot 
w ith a view to regulate the trade balance as was the case with the English 
Budget of September 1915. 


A further point of criticism against these proposals—which at the time they 
wcue made was not <jiiite obvious, is that the estimates of revenue were unjustifi¬ 
ably low. I he caution in estimates is a legacy of the days when the extraordinary 
fluctuations in Exchange causing loss to India were a source of unending night* 
mare to the Finance Minister. Such ekeessive caution has no justification in 
m odern Indian finance, -and is apt to mak^ the control <m the spending departments 
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very slack. As is to be expebtd from such a state of things the revenues were 
about 15 % in excess of the estimates, the greater portion being, of course, contri¬ 
buted by the payers of indirect-taxation. In the next Budget, 1 Of 7-18, the 
prosperous state of the revenues had induced the Government to offer, what in the 
conditions of India must be regarded as a lavish grant, by way of a War contribu¬ 
tion of £100 millions. There was no earthly chance of raising this sum by 
revenue changes. Recourse to borrowing was inevitable, with the inevitable 
consequence of adding a permanent unjustifiable burden by way of Interest on the 
revenues. In combination with the increase in military expenditure, this extra 
charge would mean an addition to the taxation. With the existing basis of 
Revenue and expenditure, the Finance Minister estimated a surplus of about 
£2.75 million. With the extra charges just referred to, the surplus was converted 
into a deficit of £3 million at least, probably.much more. Additional taxation was 
therefore, determined upon. The Finance Minister wisely left untouched the 
Salt Duty on account of the prevailing high prices. u A moment when prices are 
abnormally high, ” he observed, '‘is not the time for adding to the tax as well(para 
59 ). After coquetting with the proposals for a cess on land * and for a tax on 
Excess Profits f he at last decided to make good his anticipated deficit by 
means of (A) Super Tax £1.350 million: (B) doubling the Jute duties. £.500 
million; (C) Cotton Duties £1.00 million and (D) a sur tax on Railways es¬ 
timated to yield £ .500 million 9 in all £3.350 million. 

(A) The Super-Tax iu addition to the Income Tax was to commence on 
Incomes of Rs. 50,000 and over in a graduated scale as below 

(1) For every rupee of the first 50,000 of the excess i.e. 

between Rs. 50,000 and 1 lakh. . • • 1 anna 

(2) For every rupee of the next 50,000 excess .. . H „ 

(3) >> >> ,> >> j> )> • • •» 2 ,, 

*> tt ,, >, ji jj • • • ‘ • • • • 2«jr ,, 

(to) »» ... ,» ,, Remainder 

i.e. on everythinu over 2J lakhs. .. . . 3 „ t 

This was a welcome c Bancre in tic m<>M desirable direction, and making the 
richer classes bear soniethingVlike t-boir fair share of the burdens, though; even so, 
the figure remained much below the similar taxes iu the United Kingdom or the 
United States. In the absence of reliable statistics to make an estimate, a 
guess was hazarded putting the yield at £1*350 million. § 

* M Though we do not in anv way admit that our Land Revenue assessments are other than most mo- 
d-rutc, we prefer, to long as this is possible, to fcho °f ll «POsition o( spcuia?c,ise6 as 

^taxation suitable for local boards, in orderto such benetlclnt expend!- 

<*>nnecl4sd with education, sanitation* an ^ focal communications, it m;. .t 

un<!cratood. Iif,w.Tvnr ou the present, occasion from . .1 


l Tm\ J&K2*, '<rZV taut*;roVh.-t tb,m I. :ind 

assessment f» 0r ®* Cces Protlt* Tax was dropped on tlu ground that there* was no efficient machinery tor 
iu search ns because by it« nature it U a tempwiai\ « xpediunt. while Indian ttimuce was really 

but dnitinci support. It \n le"v©vor, mtroducvd in the lirst Pence budget 19t9*::o t 

convenient 1 b * oar There can be m» tiucsdlou of Hu justice oi such a U\. wlinu»v4»r in practical ill* 
t Th& ,lia * v U U howewi, only a Wnr m* aaure, not a permanvut. Hem uf rcyonuc. 
n\v 1 ? arr angemsnt served to avoid an anomaly which Is involved in our hieome Tax legislation- 
S51 incomes under R: 10 000 pay 0 pk )u the ru$ee. and those over 10.000, pay 0 pies it Pillow ft 

loft after 
t he above 


fhaf fho under Hi 10 000 pay •> piciu the rupee, and tUnsu ovor 10.000, pay 0 ides 

f 0 f£ Mt-cr paying the tax on an income oi Ur- 0.050 is H?. 0,639 -1 while that 
on .Rs. 10,050 Is Rs. o,S?H-14-6 dr actually less than the lowet Income. Uudei 


arrangeuieri. such an anomaly r.mnot take place in the «uso of .\up«»r lux 

t ■ The receipts from tsuper Tax were wholly tosmed for til* Imperial (Jmerumont, though tbs 

I Rf’iTimt T«\» _ l 1 _ 11.. *1_.1^1 j it. ti_^* 


Inuotht Tax* proceeds ar® 

4; 


vided botweon the Imperial and tlw Pru\lnclal Goa eminent. 
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(B) The doublin'' of the rates of duty on the various J ute exports would have 
yielded much more than J million but for the, difficulties of freight and exchange, 
as well as the recent restriction of export to the United Kxngdom. 

(C) After 20 years of injustice the cotton goods were allowed to be brought 

. ~ A f 7 i n c . ad valorem in place of the old 31 p. c. Duty 

under the general tantt oi < -j P* - ‘ * 1 J 

coupled with a counter vailing Excise. I he latter, yield.ng £ .3$> million, 
could not be abandoned, but the former meant an addition of £ 1 million to the 
revenue without, however, altering the fundamentals of our customs tariff. 

(j>) A'surcharge on Bailway traffic at ! pie per maund of coal, coke and fire¬ 
wood and 2 pies per maund of other articles, was estimated to yield £ .5 million. 

The . Budget for 79It-ld was, speaking generally, free from any ground 
of serious criticism. 1 lie Government had, of their own accord* promised a 
magnificent War contribution, in addition to the services already rendered by 
India, without consulting the people’s representatives. The latter were, there¬ 
fore, out-manoeuvred, and were offered the disagreeable alternatives of seeming 
to be miserly i n the hour of the Empire’s greatest need, or accepting a dispropor¬ 
tionately large burden without a word of protest. The former alternative, even 
if there was in th e . Council any one bold enough to adopt it-, was ineffectual as, 
under the rules, the council j|»s no power to vote the Budget. Any opposition 
would, therefore, be unavailing, however well it may have been founded. The 
only note of dissent, therefore, was sounded on the ground that non-official Indian 
members were d-prived of the opportunity of making a voluntary, graceful offer¬ 
ing bv this step /,f the Govrnment which made the entire issue a foregone conclu- 
i >n. n tLu oi |i< r hand the proposal to tax cotton manufactures, at the general 
rate \ta n w.ssitriK appreciated though there were moments of intense, exquisite 
anxiety when tin British Parliament seemed likely to veto this step under the 
irill n c ol (Ik Liik .ishire \ ote. There was Oi quid pro quo q£ some sort, though 
U U ’ MOt ^ l<l1 cou hl be desired; and the War contribution was, therefore 
accepte in silem e if not with approval. The only point which aroused criticism 
v a.. the proposal to tax the profits of the Joint Stock Companies under the Super 
lax, with tjie exception of the amounts legitimately required for depreciation, 
but including Reserve.. Indian industry is notoriously suffering from a scarcity 
of loanable capital, and u, remedy this deficiency many enterprises in India have 
been started with a small subscribed .capital, the additional money required 
being raised in the form of capital debt. Out of the profits in good years the capital 
debt may be discharged, and further additions improvements undertaken from the 


<8L 



:y < £ State by the Viceroy 
colleagues, that the time 


7;^"r uo “ u capacity at the dis posal of His TMajesty s bovern 

meat, to b ut oea to the lartheat extent which hei, limited resources, and & just appreciation of the 
cJit-Uiribtani-S ox her people rehder practicable, uud in such ttme and maimer as H. >1. *a Government 
v^y deem expedieDt. Wo arc prepared to borrow in India, ar a wtr Loan for H- M-'a Government, 
file la/gc^t suai 'viucU cun bo raise i, an l to offer for this purpose terms no less liberal than those 
which bivc been granted in England.” Ihu tslcjiram went on 10 indicate that. fndW /was predated 
to ccst rlbute £100 uiiUion and the Oder was tli .ukiullv accepted act-, para. 49. ol the Financial State 
fljCBtOl 1017-1*- 
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same source. Without this expedient the large scale industries of modern times 
would not have made the progress that they have in the last twenty years. Be¬ 
sides, in India the investor expects, and the managing Agents of large enterprises 
are often compelled to, divide profits upto the hilt; hence a good reserve can be 
built up only when the majority of the shares are in very strong hands. Now if 
a Super Tax was levied on the Reserves it would not be unnatural to apprehend 
that the tendency to divide profits upto to the hilt will be encouraged, and the 
fluctuations characteristic of Indian industrial enterprise will be still more 
encouraged. In view of these objections the Bill was amended and 10 p. c. of the 
profits, in addition to the provision for depreciation, were allowed to be set 
aside free of Super Tax. This, as far as it goes, was a welcome change, but 
conservative bankers and industrialists still feel that it does not meet the special 
needs of Indian industry. The very considerable rise in prices coupled with a 
practical impossibility of effective competition had caused a boom in Indian 
industry, which, it was rightly desired, should be made to bear its fair share of 
the war burdens. In England and the United States they were taxing the Excess 
War profits upto 80 %;.but in India, owing to the absence of th§ requisite 
machinery for ascertaining the normal and the Excess Profits, the Finance 

Minister—himself no bad Specimen of sound, conservative, middle class financier_ 

did not feel it possible to introduce t he Excess Profits Tax. There was, in the 
absence of the alternative state or co-operative enterprise, no means of effectively 
controlling prices of articles produced by private enterprise. Consequently the 
Super Tax was the only — and not the heaviest —alternative open to the Finance 
Minister, if he was not to render the distribution of War burdens even more 
uneven than they are to-day. 


Theao changes completed the Tax additions of the War period. The practice of 
too cautious and estimate was again evidenced in 1017-18 by the Revenues exceed¬ 
ing the estimate by 12 5 p. < . fcoi i o £110.4 million ; the expendi¬ 

ture also increased but not in the same proportion, from £98.8 to £102 2 
million. With these sums in hand the Finance Minister did not feel it'necessary 
to add to the burdens of taxation in 1918-19 all the additional needs bein<; 
met. out of further borrowing. In older, however, that the borrowing programme 
may be a success, the Government felt the need of restricting by law industrial 
floatation, and so a temporary War measure—the Indian Companies Restricts 

Stock V ^^ WaS introduced in tU (:o * ndl lt knifed the Registrar of Join! 
pa ides r >mpaUie8 n ° fc t0 re S ister an - y new com l^y, ’and forbade existing com- 

increasing their share capital or issuing debentures, ^ calling ui 

pate capital, unless the Company had a license in this behalf bv tin 
,overnor-General in Council. This was, Wcourse, felt to be an excessive domant 
on tie score of War needs: but it was an, inevitable logical consequent*, 
ot the .policy of borrowing in India which the Government had so unwisely adopted 
itt Working this law, the Finance Minister explained, two general questions woul 
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be askedof every comports’ demnn.ling a license: viz., (a) Is the proposed Company 
likely to attract money which would otherwise go into loans and Treasury 
Bills; (b) If it was likely to attract money, which would go to Government 
was the enterprise such as would help to speed up the production of war material 
or likely to result in the production of other commodities which would 
save tonnage and Imports into India. If it was, the License would > granted; 
if it could not help in War work and might yet help to take away money which 
would otherwise go to Government loans, the License would be refused. The 
decision .on these questions was to b< h ft to a committee of officials and busi¬ 
nessmen. Such a procedure could not, but give rise to complaints about 
favouritism by the Committee in the issue of licenses; and the utterly unaccept¬ 
able character of the Bill saved it from annihilation from the obvious means of 
evading its provisions* and, much more, from its temporary character, coming 
speedily to a close on the termination of the War. 


Another interesting proposal in the Budget of 1918-19 was in reference 
to the consolidation of the Income Tax Act, incidentally by bringing 
the agricultural Incomes under the operation of the Law. The offending clause 
was, however, excised by free voting being permitted to the official members. 
The' new act ’affects “ all income from whatever source it is derived, if it accrues 
or arises or is received in British India.” Exception, however, is made in the 

case of (1) Income derived from property held under trust for religious or chari¬ 
table purposes; (2) Income of a religious or charitable institution; (3) Income 
of local authorities; (4) Interest on sccuiiti<In I 1 in ptoudenl bunds or (5).’ , 
amount received in commutation of pension, (b) special allowance to meet 
expenses incurred in performance of a duty or °^ < e ’ Legacies (8) casual 

and non-recurrent receipts; (9) Perquisites ehieh are not money and cannot 
be valued in money are all exempted from <ux.ition. Agricultural incomes,are 
also exempted. The categories subject to the tax are : salaries and Pensions; 
Interest on securities; Income derived itota. i* *opert$ and from Business 

Professional earnings and incomes deriv< u * rIM ie '' omu '- Ihe exemptions 
allowed tinder the new Act, we may remark in passing, arc open to objection 
in the case of Agricultural Incomes and those under (1), (2), (6), (7) (8). They 
help to sacrifice a considerable portion of public revenues, without any real 


oi in* Aot ,,r ’ ; ,it v ’titer of his own experience win L ^ le Provisions 

Bw.uiSerai i Wtrfe ^iwbiy evaded. It was a propo^ to acquire certain lands in Burma opposed to have 
siirv . i l ' • for mineral oil and other muliig oppoitunitiea Die cunital considered neces* 


such on enterorW* though 

coacntUl in vL w oi MO 1,1 

succeeded i n ' P rl( ^ of machinery tv<. ana mar. 11 tile License were granted, ami the compe 

’ was euoueh rijiUoiLs. they would subscribe a specified proportion to the War Lo 

tor us tue < V ,v< *u»ucm knew tlicy could not- muk** <iulte *•» good appeal to Urn r 

contributioiiH^ tiVlhi Proportion could, and a* tlie promoters of the proportion were willmg 


much capital- it ya«i then, assured that the proposed capital was 
machinery tV«*. and that if the license were granted, ami the company 
. " Loan. 

i rich 

promoters of the proportion were willing to 
Mo ho gained by According the License than bv refusing 
jyiolte allowed few'p?SS£ai't, 1 . U fi,ii , ‘tfc. lun i* lely i;.« tflflcreuow among Uw yu<woUi» on the division ol 
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enterprise tor \\ji tn t ■!uiingr 11» e . « ,, ,.. ! .uim up i **htaln.plant and tnacinery from a• to 
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corresponding benefit to the community. We have already laboured the point 
about agricultural Incomes and those of religious bodies elsewhere. The 
wealth of the last mentioned class is unknown, and probably very large. It lies 
absolutely idle—or used only to pamper a most mischievous section of the 
community in extravagant idleness to the grave prejudice of the health, morals 
and intellect of the community. There is no excuse for their exemption except 
the timidity of a Government which does not feel itself national. Under (6) the 
allowances would include Travelling Allowance, which , despite the regulations 
of Public Service, is actually made a source of considerable income and ought, 
to be taxed. So also legacies which in India are not subject to any other Tax. 
Under (8) the most considerable item of income would be prizes under lotteries. 
The Government of India in their prudishness consider lotteries illegal, and 
so ignore their existence altogether. It would be a more effective source of dis¬ 
couraging them, if they were subjected to a heavy License fee and the prizes 

were made liable to Super-Tax and Income Tax at even heavier rates than 
those on ordinary incomes. It is an open secret that consideiable sums are 
annually distributed in India by local or foreign lotteries ( e. g- the Derby Sweep 
under the auspices of the Calcutta Turf Club) though of course in the absence 
of official statistics there cannot be any reliable estimate.' I he Act lays down 
a scale of deductions for those shareholders or security holders who have been 
axed at the source in the first instance, but whose total i ncotrie from all sources 
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is not large enough to allow the one anna rate at which Profits of companies and 
Interest on securities are charged.*)* The mode of assessment is changed, and 
it is now compulsbry on every company to send in an annual return, while private 
persons are required to submit a statement of their income to the tax collector, 
r fhe collector may assess the tax on that statement, or m*ake further inquiries Pro- 
vision is made for appeal abai list the decision of the collector to the Commissioner 
who may alter, confirm or reject the collector's decision. A penal assessment of 
double the tax is levied on apy one guilty of coucoulmont «>f his income, wiuie 
misstatements are made a criminal offence which may be prosecuted at the 
instance of the Collector Graduation remains as under the Acts of 1916 and 1917. 


XCVI. THE HISTORY OF THE INDIAN WAR LOANS. 



In the first two years of the War, as already observed, the extent and nature 
of the strain likely be caused by the War being not properly under¬ 

stood, the Government df India decided to meet the deficits caused in their ordinary 
revenue and expenditure by (a) cutting down their programmo of capital 
out la \ on l reductive l uhlic works; and, it that did not suffice, bv (b) temporary 
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borrowing. As the War went on its strain proved to be greater than 
could be met by simply retrenching in ordinary expenditure; while borrowing 
in the usual loan market of the Government of India became increasingly 
difficult owing to heavy borrowing for war purposes in England itself. In the 
first War Budget 1915-16 the whole demand was met by temporary Loans being 
raised in England, and in India by a Loan from the Gold Standard Reserve. I n 
India a Loan of £4 million was issued on 1st. December 1915 at 4,p. c. and on 
condition that it was to be repaid on or before the 30th November 1923 but 
not before 30th of November 1920 *ith three months’previous notice. In the 
next Budget was announced the 4 p. c. Conversion Loan to which reference has 
already been made. It was to be lepaid on or before 1st. October 1936, but 
not before 1st. October 1931 with three months’ previous notice. Being 
issued on October 1st. 1,91b it. offered an investment for not less than 15 and not 
more than twenty years. The Loan resalised about Rs. 0.73 crores including 
Rs. 32.19 lakhs raised through the Rost Office. This last was* an innova¬ 
tion to attract the small investor. It was estimated to'yield at most Rs. 50 lakhs, 
but it yielded about § of the estimate. This was considered sufficient indication 
of the popularity of the Post office section to encourage, the Finance 
Minister to make it a permanent feature of the Indian, financial 
organisation. The main loan was intended in the first instance to be for 
£4 million or 6 crores of rupees, which, under certain circumstances, the 
Government were willing to increase to £8 million or J2 crores of rupees, in addi¬ 
tion to the Post Office Loan Receipts. The Loan actually subscribed barely 

reached the expected limit of £4 million and so the Government felt their borrow¬ 
ing programme was not quite an unqualified success. Perhaps the chief factor 
accounting for the relative failure of the Loan was the limitation placed on 
the Conversion rights. 

After the decision to contribute £100 million towards the W ar costs of the 
Empire had been taken in March 1917, the borrowing programme had to be 
very much expanded in-spite of the relative fa.Iure of the previous year. An 
unlimited Loan, the yield of which the Finance Minister could not put over 
£10 million in the Budget* was issued in three sections (!) A long term Loan* 
at 5 p. c. interest was issued at 95, to be redeemable on M after 31st March 
1929 audio any ease not later than 31st. March 1947. A Special Sinking Fund 
was to be created ir, respect of this Loan, and conversion rights were offered in 
respect of all existing long term obligations f But the long term investment 

* TaklJ^thi ft 'statement""*? JU18-19. 

f.'vr' r “ii / . ’ 1 actors into consideration the conversion rates wo have fixed as fair are that 

\vidle ihv corr^nni. Nn 4 p ‘ co » v erblon Joan shall ho accepted as equivalent to Its. 92 of our new loan 
am iUi • iVi' tor the 3* and 3 P- c. paper «M be Its. 70 and its. 05 respectively. 1 

Dim, lights i uiitiim, nil, v *tlut. • line, to take a single example, a person who has obtained conver- 

fato wu Iona termr.n^lV 0 L unvt,rt Ks «W. face value, of 3} p. c. paper, will have that paper converted 
nation)* of Its. ItaWmKLn?* 4 *?? rai,at he remembered ui course thatthe LoanM only issued In denomr 
rnibh- ibinc th? ly while the holder can obtain Ks. 400 in any ease, hu can only obtain 6UO 

h l !h«Iv fi*. ^ 1 .\ ll ' l ;* r(4Ulv!|, r : » fc ot »*• ’U (nominal) of the new (loan, end lor the anfce ot simplicity 

wealiall UN 1« *•« . h OKt-jimt at one itnim p, i r m>v>* <>t nominal value. This yem we n.r<’ adopting 

a Blinpfe unlhir.n ru.-... .that ior every Ku. ino face Value • >t » now paper Issued Rs. 150 taco value of old 
paper muV.be ccmv«;rU:ii whether it l>c 4 p. «. ;u p. '* para 70 B0 oi the Financial Statement, 
J017-1S A sinking Fund of i* p. a y«uu w.. :; specially established for the redemption ol thisloan . Th* 
OOP version ri^hU were fleceb*arly narrow to obtain newfontUi. 
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Required by this Loan would not suit the convenience of Banks and Finan¬ 
cial Houses to whom easy and early redemption was much more important tha n 
the permanence of the investment. For their convenience (2) the short term 
Bonds with a currency of 3 tO 5 years at the option of the purchaser were introduced* 
The interest on these was to be at 51 p. c. free from Income Tax, but subject 
to Super Tax* The third section was intended to be a permanent measure 
to bring the government into touch with the small investor. There was to be no 
time limit in respect of contributions from this source . Post Offices throughout 
the country were to sell cash certificates of Rs. 10, 20, 50 and 100 at a price so 
fixed that the amount repayable at the end of five years i. e. the full face value 
of the certificate — should represent a return of about 5|- p. c. compound interest, 
the Rs. 10 certificate being thus purchaseable »at Rs. 7-8. That the holder 
may not be embarrassed by his investment in case of need for liquid funds, it 
was further provided that the Post Offices should repurchase these certificates 
at a valuation which would allow interest for the period during which the 
certificate had been heldf The interest on these would be paid free of Income 
Tax. Tbe amount that could be held by any individual was limited to Rs. 10,000 
The following table shows the total subscriptions under the various heads :_ 


4 


— 5 p. c. War 

Loan 29-47. 
Rs. 

Main Section .. • 10,80,85,400 

^Government 

Scheme .. 2,99,700 

§British Tr. Bills 97,60,500 


Total .. 11,81,15,600 


54 p. c. 3 yr. 
Bonds. 
Rs. 

16,77,82,500 

13,82,400 

66,51,100 


17,58,16,000 


54 % 5 yr. 
Bonds. 
Rs. 

10,49,90,800 

7,45,500 


10,57,36,300 


' Total. 

Rs. 

38,08,58,700 

24,27,600 

1,64,11,600 

39,96,97,900 


i 


Jn addil ion to these Rs. 3.21,99,550 were subscribed through the Post Office 
before August 29 and Rs. 7,10,93,936 by way of cash certificates before August 
23. The aggregate total was lls. 50,33,23,885 far i„ excess tlu- budgeted 
estimate of the Finance Minister. Nearly 30 crores out of 50 was for short term 
bonds chiefly taken by Banks and Joint Stock Companies. Among the various 
provinces Bombay led the way by a total subscription of Rs. H\65,08,600 
Bengal coining a near second with its. 10,46,54,100. If we add the subscriptions 
through the Post Office and Cash Certificates, Bombay's lead would be much 
more considerable, being Rs. 13,22,76,105 as against Bengal’s Rs. 11.44,20.729. 


was anomalous a result of too faithful an imitation of the Euvrllsh term*. It mtahfc 
tsnlf ed vcry lar 8° subscriptions by single individuals or corporations mrfear of X' 

[ b y c S?. imeu table to show increment in the value of Its. 10 cash certificate at the 1 cud of each 


whole 


Rs. 
7 12 
S 1 
S 7 
S 14 


Duo. after 5 
yeajrs Rs. iq 


purchase price 

at End of 1st. vear 

dJIp r n 2 of ^ y year 
£ue at Lnd of 3rd. 

End of 4th. . 0 6 0 

V !e Government offered their sorvante certain labilities for aubuciibing' ’ to tlio loan, which came 
eW Government scheme. Prcslduncy and other Banka also offered substantial conceE- 

. luua to. t-tveir Clients to t.lko lin t.hfl T.<V»r» nj»\Hnry f.h.tiYi i»«i rmiiib no A" v\ n » ~ _~ . j . a. _ *jy 
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The necessity to meet the promised contribution from Indian sources, 
combined with the'military requirements of the Home Government to be financed 
by India, imperatively demanded the continuation of the borrowing programme 
in the Budget of 1918-19. Though the Budget estimate of the yield of the 
Loan was much exceeded in 1917 by the actual totals, the estimate of 1918 again 
adopted a modest figure on the ground, chiefly, that the effort of 1917, in propor¬ 
tion as it was magnificent, must have exhausted the loanable resources of. 
India. £ 20 million or thirty crores was expected to be the utmost of limit of the 
yield in the second year. This loan of 1918 was in 2 sections, the 51 p. c. Bonds 
of 3. 5, 7 and 10 years duration, and the Post Office section. The yield 
in the main' section was divided as follows . 
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Total. 


Rs. 


War Bonds War Bonds War Bonds War Bonds 
192l 1923 1925 1928 

Rs. Rs- Rs. 

Main Section. 23,28,25,100 1,70,91,100 3,54,31,600 21,91,39,500 50,41,90,300 
Govt. Scheme. (51,00,000 • • •• 7,50,000 16,09,300 84,59,300 

B. Tr. Bills 8,89,700 1,12,500 1,85,600 5,56,300 17,44,100 


Total .. 23,98,14,800 1,72,03,600 3,63,70,200 22,13,05,700 51,46,93,700 

This yield, it may be observed, is in addition to the amounts obtained by 
means of the cash certificates and through the Post Office section, which was 
expected to yield Rs. 5.5 crores, making a total ol about Rs. 57 orores. * 

The amounts received in subscription to the main War Loans in its various 
sections was., it must be mentioned, in addition to (he still more short term 
loans in the form of Treasury Bills. The amount ol these outstanding varied 
from week to week, but generally the accretion to^lhe resources of Government 
through this source was seldom under Rs. 30 cron-s and often in excess 45 
crores. To Banks and financial houses these class short term loans were 
peculiarly acceptable and hence their large amounts take, up. Ror day to day- 
financing of the demands upon the Government there cannot, perhaps, be a 
better expedient. 

It may also be added at this stage that during the operations of the War. 
Loans the procedure for obtaining scrip ^’ as ver y simplified. In place 

of the old system of tender and allotmcfpk Gie Government can now issue scrip 


• In commenting on the success of the War J,o*n the Controller of Curroney observe#; “The main 
,luSra H*>fl nearly 511 crores* and the number ol application* was no less than 


ecetiofi 
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incalculable value In furthwlug the 
Mr.-Lon, as finance minister in IMHO reiterated Hie 


development of Mu country ” Lord Merlon, as finance mraHHI ---- . Alfr 

f/sw© view as much for fha Industrial (l^vdopmanf oi the county ac tor the tl -idylng of ovr 
currency systemcooscquouL upon tlu* aiov.Mi of th* hebn .z wealth 

par? 33 of the statement. Lord Meaton ffha* tu e npurea o) «rpUeetioiu* ior <iu* Loiu excluding PtoJthftgera 
of <*»h certificates at 15^.103 lh J017*18 and 2 j7»7o 6 In 101?. 
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over the counter in most places immediately on payment of the amount, while 
very short delay would suffice to get it even in the most backward places. 

XCVII. LOANS AND TAXES. 

Wc have already discussed elsewhere the entire borrowing programme of 
the Government during the War from the stand-point .of its effects upon Indian 
industry and commerce . We shall, therefore, confine ourselves here only to 
considerations of general financial principles. But one point of detail must not 
be passed over in silence. While we must welcome the new expedients which 
have roused a much needed spirit of investment in India, we cannot but point 
out that in many cases the new creditors of the Government arc induced to 
subscribe more by force than by an intelljgent perception of the advantages, 
As the Finance Minister put it in 1919 if the canvasser’s zeal outruns his discre¬ 
tion, the swelling of the nominal figures subscribed would afford no substantial 
aid to the State, and may quite possibly prove a source of grave danger, if consi¬ 
derable amounts of such shortterm bonds as the cash certificates get into rlie 
hands of very weak holders. * Besides, the whole of the War period borrowing 
was exclusively for wasteful, though unavoidable, purpose; and there is no cause 
for jubilation at its success, except in so far as it affords a hope of success for 
similar borrowing in the future for more productive purposes, y On grounds 
of sound financial principles we cannot but deplore the preference accorded 
borrowing over taxation for meeting this heavy, unproductive charge. Assuming, 
for the sake of argument,’ the necessity as well as the justice of a contribution 
of £100 million from the resources of India for England’s War in Europe , though 
England has never, except in the case of the 2nd. Afghan'War, contributed 
anything to the expenses of the Wars undertaken by India in the Imperial in¬ 
terests ami often against her own ; and despite the fact that the relative wealth, 
of the two countries is so enormously difforenk making a contribution which 
would be crushing to India almost a flea-bite to England, it mac vet he i.Mirti 

whether financing by borrowing”was really more beneficial than raising taxation. 
It is, of course, true that by no conceivable means in the present circumstances of 
India the whole of the £100 million could be raised in a single year from taxation in 
addition to the ordinary revenues,-short, indeed, of a forced levy on wealth, which 
a Government, conscious'of its want of national spirit, and therefore of the absence 
of the fullest sympathy by the people, could not attempt. But there is nothing 
to prove that Die amount they actually obtained by subscriptions to the War 
Loans could not have been obtained by a combination of a 25 p. e. Income 
Tax on Incomes over Its. 50,000 a year, coupled with a graduated Super Tax¬ 
rising to 50 p. c. on Incomes ex ceeding Rs. 2,50,000 a year; manipulation <»f the 

nf * ^ ^? 1USt ’ re ?ij se h** investment in period ot stress hitch us tin* frtinbm year 

of 1918-19* Lite con\tu>ious In that year, therefore <| 0 not give any imtintmi. of Hie po^lbihi v ot 
oxUrniing the system of borrowing irom anmli tapnaib*r-. 

rlt may be doubted if the efforts ro obtain subscriptions for indmtriul purp. Would be unite m» 
severe as in the case of War subscriptions. in the vase Miborofoatc oflhvi > umu.| )*> hivKht'i tU»; 

spur of cwiuoemlution froth superior officers That they had for their war I'xcrtlQfls : and In th, ubscm-Mo 
official Pressure it U doubtful if Indian iuveatoro would be forthcoming in tho proportion ami t*. ihu t xont 
they have dune during tile War. 
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customs schedule in the manner suggested in a previous section: raising of Excise 
Duties to double the existing rates, and the introduction of a new Excise on home 
grown tobacco preparatory to the commencement of a monopoly in that article; 
and the abolition of all unfair exemptions in the case of Income Tax. 'Hie re¬ 
jected tax on Land might in that case have appeared less objectionable. The 
total of these would have at the lowest estimate yielded Rs. 30 crorcs additional, 

and paid off the whole contribution in 3 years, instead of charging the country 

with a useless burden by way of interest of Rs. 10 crores a year in round figures for 
30 years at least. A great officer of the Government,* in starting the campaign for 
the 2nd. War Loan, was flattered to have made a great hit by discovering the 
obvious truth that if the Loan were subscribed in India the interest also would 
main in the countrv. It had been the burden of Indian critics’ song for thirty 
years and more against the Government’s policy of borrowing abroad. But what 
neither the Government uor its critics quite realised was the perpetuation of in¬ 
equalities of an injurious kind in the distribution of the national wealth bv the 
adoption of the system of borrowing in preference to boldly facing the situation 
and raising taxation. There could be no objection, perhaps, to either borrowing 
or increasing taxation if all citizens were of equal ability, and had equal incomes. 
.But in view of the immense existing inequalities, in the face of indefensible ex¬ 
emptions from taxation, the preference to borrowing must necessarily produce the 
most miscellaneous results. The pdor man will have to bear additional burdens 
to pay the rich man his interest and capital, which, being used up in smoke and 
powder, could h»v e done no material good to.the country and its poor inhabitants, f 
Moreover during such a long drawn out struggle the poor suffer much more 
than the rich, in that the unavoidable demands of War end in diverting capital 
from industry, and, therefore, leave the worker with much less efficient tools 
to make an effort for a much larger production. Apparently the worker may 
obtain the benefit of the War in the shape of increased wages. But even if this 

increase in wages is real and is not set off by harder ami more continuous work for- 

longer hours, as well as by a much greater increase in price.-, the War time pros¬ 
perity of the working classes is essentially slim' 1 ' 1 ' ‘ ^ • "' n *‘ ( ht burden of taxa¬ 
tion left as a legacy of the War is bound to be. permanent. " The absorptions 
and destruction in War of large masses of resouicen, \>hidi "mild normally have 
been used in industry, necessarily means that tlic labour of future years has 
!‘- Wl r tools and machines with which to co-operate, is, therefore, less productive 
'""1 cam. u lower rate of remuneration ’ (Pigou) Lesidc'-.’ the rich in subscribing 
‘he W.'i Loans will have recourse to.their Ranks, and the grant of easy facili- 
l,cs y, y 'hem cannot but end in an undue inflation of prices. We mast theie- 
hue, condemn f he policy of the Indian Government in relying upon borrowing for 


* {‘'f;! UoaaMiliay i n Apr j| , , 

•rices blu.uk! r.-tur'u to‘ 


mu »,, *1 Yout (Economy and iinunco of th& Wa t) when* tlvo inflated War* 
lt . n . i,,. ; Pnj'War or liortual level, the burden ol interest would prove in really uiutn 
ol NV «» Wn. thuiurerest h« l?a™ 


/>rlces should return uTth? 
greater. .For when ‘ 

Unwed Jn Uuuwot v«, ueH muoU j ^ t , 

1 alien. Hie urrangemont In on the whole-, »i 
the ur/umenl of I'rof. iM dm, up . c j t . i n 


13 A f | i V f to V III] «l(«a \*A VM«M^WW * 

. ..-.Mild purdwe « lico the prltts ahuuW Irnvu 

oil lt d, (or Uto bi Iicftl Ol i In rich. We have 111 tuw uocuon loUowuU 
hla chupU'i on luxe* V. loaus. 





MiNisr^ 



l li":r \\ ar demands in preference to raising taxation, and thus leaving a perma- 
nont burden upon the people very unfairly and unevenly distributed. Increased 
taxation would not only have prevented the accumulation of a permanent and 
unproductive burden : it would of necessity have left the burdens on those best 
able to bear them well, because while the limit of taxing the poorer section 
of the community is soon reached, the limit of taxing the rich ' is much more 
elastic than is believed under a tax system like ours, whose outstanding charac¬ 
teristic is excessive timidity and indefensible caution * When the War was over 
the increased taxation may have been remitted, or the surplus receipts might be 
used to finance projects of material improvement for the permanent benefit to all 
classes of the country. The Government based their appeal for War Loans 
subscriptions as much on economic as on patriotic grounds ; but they overlooked 
the obvious retort that patriotism at 5 p. c. or 51 p. c. is by no means such a hard 
virtue to practice as the frantic invocations of patriotic virtue in government 
notifications and their inspired press would lead oue to believe, f 


XCVI1I. INDIA’S TOTAL WAR CONTRIBUTION. 

\Yc. have now reviewed the outstanding features of the war Finance in India. 
It must be observed here that the total contribution of India to the War—such 
at least as is capable of a money valuation is—not confined to the Taxes and loans 
above described. Though not bound to take any share in the War beyond her 
frontiers; though England-with the single exception of Gladstone’s-contribution 
of £5 million towards the expenses of the Afghan War in 1878-80, has never 
borne any share of the frequent military expeditious forced upon the 
Government of India by consideration of Imperial interest; on the outbreak 
of the War non-official India hastened to offer the aid of the Indian armv in 
the European struggle agreeing to bear the normal cost of the troops dispatched 
Compared with the pre-War scale of expenditure, the net military expendi¬ 
ture borne by India had increased between 1014-15 and 31st! March mjj.s 
by ilti,500,(XX). To this we must add £ 21 million in round figures resolved 
to be contributed in September 1918, -and another £3,500,000 as increased 
expenditure in 1918 April to September. This gives a total of £41 million 
meaning to India 62.5 crores of rupees in military expenditure alone We 
raised and sent to the various theatres of the War a million and quarter of troo s 
as against our normal peace army of abou t 270,000 men of ail ranks. The 
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service was all the greater as India dispatched her veteran soldiers and received in 
exchange much smaller numbers of inexperienced territorials to guaid hei exposed 
frontiers. The political charges were increased owing to the War, by £ 1 ,.500,000 
upto the end of 1917-1S and possibly by £1,500,000 by the end of the \\ ar. hor 
the same period the War increase in Civil Department expenditure was £250,000, 
The Interest charges on the War debt may be taken for the war period only 
at £ 13 million or Rs. 20 crores. This, of course, leaves out,of account the per¬ 
manent character of the burden. Miscellaneous expenditure may be taken at 
Re. ! erore or a total of 87.', qi'ores. 

This is only the money side of the account. It does not, and cannot, show 
the fact that thanks to the war India has got an additional annual burden by way 
of interest alone of Rs. 10 erores, not to speak of the permanent increase in 
military expenditure that wJl result in consequence of the war and non-effective 
charges. We have financed heavy outlays on the part of the British Government 
aggregating over £200 million in 5 years' to the grave prejudice of our industry 
and commerce, our currency and exchange. We have invested largely in British 
aecurities-over and above making the gift of 100 millions from our various Reserves 
for the maintenance of the Currency system, and to that extent contributed to 
the success of the various British war loans. These come to over £130 million 
and have depreciated so much as to cause India a net loss of about half the amount 
if not more; * \y e jj ave starved our own industries, restricted our trade, mani¬ 
pulated our commercial finance to help prosecute the War to a successful end. 
We have cut down our usual programmes of capital expenditure for material deve¬ 
lopment, to dangerously low proportions; reduced the allotments of the. Provinces 

for education an 1 sanitation; stopped .11 schemes of social amelioration that 

might at all interfere with the financial, needs of the War. f 


As though these contributions were not enough, it was resolved in the last 
month of the War to contribute another £45 million to the expenses of 
the War. The way had been paved for this incicase by a conference called 
bv the Viceroy in April, where it was decided to raise 500.000 more troops in India 
commencing; with June 1st. On the 9th of September^ Sir William Meyer, 
the retiring Finance Minister, brought in a resolution saying; That this 
council recognises that the prolongation of the IVar justifies India’s taking a 
1,-1 'V ' '-hare than she does at present in respect of the cost of the military forces 
or to In* raised, in this country” This procedure of a resolution was an 
adriii, manoeuvre on the part of the Government to force the hands of the non-offi- 
11 l<1 ' 111 uc °cepting or rejecting the suggestion, since the Government dec- 
ljie I t ><it tm y had no Intention to use t heir official majority to carry through the 

e .veilin'!*•"' * % ilfiircciiuior, u„e |„,i), ^urt-o&.lvri rl-v In Interest nn.l also to ri * c * n 

f in H'lurn Sy; h i \. ; obtain- 1 . ru uKniiion <»i n llmliM - r o;t in dir worht count if, «»'• si lightly more 
important plate -r. the coum-il of Mw Rujf.irc : n mlimuc \>i ^nutftihfonol Hatorios, which have not yet been. 
. put u»h»operation, »*ui whirh mor-vpiM io<J to lead fu -ft ,t-- pon-lblu «iovernmont tn»Vour*c of time; 
,'jijU un cjuality of treatment in theinrirt of Import iiuilc>'*thi uiQ-t niaterinl «»f nil. 
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resolution. Having pledged themselves to further exertion at the April conference 
the non-official members had no alternative but to adopt the Resolution : and the 
Government could not but feel gratified that this was a popular contribution as 
against the previous contribution of £100 million which was made under an 
executive decision. The idea was to take over the entire cost of 200,000 troops for 
the period of the War: and assuming that the War would be over bv March 
J920, the Finance Minister calculated the,additional cost at £ 12.7 million for X 9 js 
19, £14.7 million for 1919-20 and for 1920-21 a year of demobilisation £ 7^7 
making a total of £ 35.1 million. To these he added additional pensions and non 
effective charges for £10 million making a total of £45 million. As the expected 
surplus was considerable for 1918-19 no additional taxation was proposed and the 
Resolution was adopted subject to the addition of the following words to t ho on 
ginal. and recommends t hat such larger share be to the extent and under the 
conditions and safeguards indicated in the speech of the Hon. the Finance Minister 
in moving this Resolution. The safeguards here referred to are that India has 
no War expenditure to meet on her own account, nor any extraordinary expend’- 
ture on account of famine. 
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XCIX. THE FIRST PEACE BUDGET, (1919-20) 


The Resolution for an additional contribution was passed on the 9th of Sep-' 
(ember. On the 11 th of November the Armistice was signed, and the War came 
to an etui all practical purposes. Before the first Peace Budget was pre¬ 
sented in March 1919 there were, however, additional demands for unforeseen 
expenditure iu connection with the virulent outbreak of Influenza and the 
intensification of Famine— the most severe since 1900. The sudden cessation of 
hostilities led to a considerable dislocation in the Import and Export trade, affecting 
the Government Revenues under customs as well as the direct taxation for 
“ Peace brought catastrophe to those who had been gambling wildly on the conti¬ 
nuation of War.” * The close of hostilities, however, had helped to reduce 
the additional contribution from the anticipated £1-1.7 million to £12.7 million 
for 1918-19 and £8.7 million for 1919-20 thereafter only non-effective charges 
being considered. Against this there was a falling of in exchange profits owing 
to the stoppage of the Council sales after the armistice. At one time this source 
was estimated to provide for the whole of the additional £14.7 million contri¬ 
bution for 1918-19; but in the end the Exchange Profits came to only £ 4,5 
mill ion. Famine was to cost an extra £1 million in the shape of the falling off of 
the land Revenue receipts, in addition to £300,000 payable to famine-stricken 
provinces for making up the defieit in their share of the guaranteed minimum 
of Land Revenue. The cessation of the War must, also, see the recommencement 
of the arrested'progress in projects of the moral and material development of the 
country, typified in the increased grants for education and sanitation, greater 
exertions for industrial development, larger outlay for Railways and Irrigation 
, works. Provision must also be made for t he storm that was gathering on the 
North-Western Frontier, and also for the increased pay and allowance to the 
British I mops &nd officers in India. The Revenues had been no doubt increasing, 
and, after the passing away of the dislocation caused by the sudden cessation 
of hostilities the growth would no doubt continue. 

•'J'lif above figures do not include £ 2 million subscribed (or c!writable funds, in connection with the Wnr, 
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The following table shows the Revenue and Expenditure as Budgetted for 
1919-20. 


Revenue. 


Expenditure. 


Laud Revenue .. 


22,653,100 

Direct Demands 

Opium 


3,056,200 

Interest 

Salt 


3,914,300 

Posts & Telegraphs 

Stamps .. 

• .. 

6,097,100 

Mint < . 

Excise 


12,133,300 

Civ. Department 

Customs 


13,352,400 

Misc. Civ. Ch. .. 

Income Tax 


13,521,500 

Fam. Relf. 

Other heads 


4,568,900 

Railways.. 

Irrigation 

Interest 


3,637,400 

Posts & Telegraphs 


5,716,800 

Other P. W. . . 

Mint 


1,303,200 

Mil. Services 

Civil Department 


1,957,500 


Miscellaneous 


2,507,400 

Total 

Railways net. 


21,372,900 

Irrigation 


5,498,600 

Surplus 

Other P. W. 


312,900 

Mil. Receipts. 


1,587,300 

Total 

Total 


123,190,800 


Provincial Balances 


1,641,300 

• • 


£. 

11.293.300 
7,763,500 
1,580,200 

284,200 
24,336,400 
6,115,700 
1,502,400 
14,468,900 
4,075,400 
6 , i i) 1,400 

42.782.300 

123,964,000 

868,100 

124,832,100 


124,832,100 

V 


) \ 


124,832,100 

On the side of Expenditure, apart from the Army the 
was in connection with the capital Expenditure on limlwa U , U , ta ^ e * ncrease 

table shows the amount allotted for this purpose durine the iv,,,- ? ' 

iu the tot pe.cc Budget. * 


1915-16 1916-17 1917-18 1918-19 


£. 


£. 


£. 


919-20 
£. ' 


Open lines and Rolling 

Stock •• 3,864,200 1,236,500 lW 9fh , 

Lines under Construe- ' - ' 4,009,500 I7,19l,90t> 

o ti0n t . 627,100 245,700 1 2 9 20o 

Stated previously ZJjJJu . 3 7n,300. 508,100 


Started now.. 


495,500 804,400 lg, 


300 


. usotwoo. 
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In 1913-14, the largest pre-War grant, the figures were : £ 10,303,100 for 
open lines, £1,871,500 for lines under construction started in previous years, 
and £131,700 on lines started in 1913-14, the total being £12,306,300. The 
1919-20 total was nearly 45% more than the largest pre-War grant :' The 
large peace grant was necessary to make good the War wastage and would 
be unobjectionable if it does not become a standard. 




On the Revenue side the most note-worthy changes were : (1) A 11 increase of 
the limit of Incomes exempted from taxation from Rs. 1,000 a year to Rs. 2,000 
a year. This was estimated to cost the Treasury Rs. 75 lakhs; but it relieved 
237,000 petty assessees out of a total of 381,000 people paying the tax or about 
04 p. c. of the total (2) An Excess Profits Tax of 50 p. c. on Profits earned during 
the War. The gloss yield of this duty was estimated at £7.5 million. But 
it was suggested that Super-tax and Excess Profits Tax should not both be 
assessed tin the same business,while a rebate should be granted on account of the 
Income Tax on the amount of profits paid away as Excess Profits Duty. The 
„ loss due to these deduction (£1 million + £• 150 million) left the net estimated 
yield at £ 6 million. The practical working out of the Excess Profits Tax was 
unavoidably subjected to much criticism, as there was no efficient and reliable 
machinery to prescribe the norm and determine the excess. Besides, the cessa¬ 
tion of hostilities had brought heavy losses to many, who might yet be subjected 
to the tax. The Government met these objections by a number of concessions, 


such as allowing an extension of the year to coincide with the official year for the 
purpose of simplicity in assessment, or fixing ‘ Ul average of the preceding years as 
the basis for determining the normal Profits. A stronger objection was raised 
on the ground that the Tax, by its nature, was a War lax, had no justification 
in practice after the close of the War. But the need was imperative, and it is 
difficult to challenge the justice of a proposal which tried to place the burdens on 
the shoulders best able to bear them. The V\;n was o\er, but, with the slight 
interruption caused by the unexpected end of the struggle not the profits due to 
the War. Objection may of course be taken to points of detail, such as exempt-, 
ina from the operation of the Tax great corporations- like the P. & O. and the 
li. 1 s. N. Companies- which are working in India, and earning a considerable 
share ■,! their profits in this country —but are registered and domiciled in England. 
The tact of a double burden of taxation under the confused medley of Income 
Tax Legislation is not sufficient reason for excluding these vety powerful and 
wealthy companies from Indian taxation at least on their Indian profits. But 
apart from this there could not be anv serious objectin to the principle of the Tax. 


In concluding his Budget statement the Finance Minister remarked; All 
the lessons of history teach us that, after the feverish activity of War-Time m 
11 country which has been assisting in, though not the scene of, hostilities, 
reaction inevitably ensm -, The prosperity \yluch js based upon the production 
of the perishable munitions of'War Stands on foundations of sand) and must 


soon collapse. ' The vast destruction of material wealth in the world, however, 
its effects may be disguised during the busy period of reconstruction, must ulti¬ 
mately bring depression in its train, and the recovery back to normal conditions 
is slow and arduous. Large issues of War Loan mean increased national expen¬ 
diture of an unproductive type, and thus entail unprofitable taxation. The 
creation of money and credit, especially credit which takes the form of paper 
money, is a pleasant process while it lasts, but carries an inevitable sting, for every 
excess of paper currency has to be liquidated, and the value of money lias to be 
reduced into acpord with the needs of normal business. High prices, fostered by 
the curtailment of productive output, and not uninfluenced by the expanded 
currency, force up wages; and when prices fall—again as fall they must—capital 
suffers. Wages have to be reduced and labour complication arise This long 
extract is given to show that the best aipong the Indian officers are nc/t mere 
jingo enthusiasts to keep up the War fever, but are aware of the extreme gravily 
of the problems of reconstruction. We have dealt with elsewhere the whole 
question of Currency Reform which bulks so largely in the after War problems 
as here adumberatedl We are yet awaiting any definite proposals for reconstruc¬ 
tion in more substantial directions. 

C. THE SECOND PEACE BUDGET. 

After more than a year the second Indian Peace Budget does not show any 
substantial evidence of the Government of India waking up to the needs of Re¬ 
construction. Perhaps there is a justification in the fact that the whole system 
of government in India is in the melting pot, including finance. We are 1 wait¬ 
ing for the constitutional Reforms to get into swing before embarking upon 
ambitious schemes of social regeneration . In that case the Second peace Budget 
needs hardly any comments* But for the unfortunate war with Afghanistan and' 
the attendant frontier squabbles, the budgeted surplus for 1019-26 would have 
been realised, as the revised figures of the Revenues on the Imperial side exceed¬ 
ed the Budget figures, by 6 crores, once again due to cautious financing. But t be 
Afghan War caused a deficit of £14 .3 million. The Budget for 1920-21 takes the 
Revenues at Rs. 193.832 crores, or, at the old conventional rate of Exchange, at 
£129.22 million and the expenditure at Rs. 196.506 crores. Using the Provincial 
balances to the extent of Rs. 5.740 crores we get a surplus of Rs. 3.006- 
The details are :— 

1920-21 BUDGET ESTIMATES. 

Revenue. 

Land Revenue 
Opium 
Salt 
Stamps 

Excise. 

Customs .... . 


Rs. 

35,o6.GS,000 

4,41,30.000 

6,73,26.000 

11,26,12,0001.-- 

20,31,10,000 

25,51,45,000 


Expenditure. 

I 

Direct Demands 
Interest ;. 
Posts & Tel. 

Mint 

Civ. Dept. Sul. itc. 
Misc. Civ. Oh. 


R8. 

20,39,10,000. 
10,61.04,000 
8 ,61,85,00ft' 

35,08,000 
til w hoo 
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Revenue 


Income Tax. .. 
Other heads .. 
Interest 

Posts & Telegraphs 
Mint .. .. 

*’iv. Dept. Recpt. 
Miscellaneous .. 
Railways 
Irrigation 
Other P. W. .. 
MiJL Receipts. 
Provincial Balances 


i • 



Rs. 

16,99,57,000 

7,75,16,000 

1,37,74,000 

9,26,00,000 

1,01,93,000 

13,12,85,000 

3,32,28,000 

32,56,03,000 

8,91,78,000 

55.69,000 

2,14,02,000 

5,74,05,000 


Expenditure 

Pani. Rclf. 
Railways 
Irrigation 
Other P. W. 
Military 

Deficit i:i Paper C 


Rs. 

1,50,00,000 
18,11,05,000 
6,50,92,000 
13,58,46,000 
57,17,20,000 
\ Res. 7,07,38,000 


Total .. 1,96,56,62,000 


Surplus 


3,00,69,000 


Total .. 1,99,57,31,000 


1,99,57,31,000 


The noteworthy feature of this Budget, besides the heavy military Expen¬ 
diture and the grave Exchange situation, was that it repealed the Excess 
Profits Duty Act, and dropped the Supertax on the undivided profits of com¬ 
panies and firms, to be replaced by another Super-tax corresponding to the 
Corporation Tax' of America. It will be assesed at the flat rate of one anna in 
the rupee,on the total profits exceeding Rs. 5,6,000. Like the old Super-lax it 
will also be i„ addition to the Income Tax: while the old scale of Refunds is to 
be dropped. The Super-tax on individuals remains unchanged. A rigorous 
economist would have desired the continuation in some form of this tax on 
the unearned War profits, for the present is not the most opportune moment for 
surrendering 5 crores of revenue to rich capitalists when our sterling securities 
arc depreciating by more than 50 p. c. of their face value owing to a pheno¬ 
mena i rise in Exchange, while the provision of Reseise council of £ 2,(XX),000 
*u week increasing this loss. The proposal for an*unliraited rupee Loan is another 
weak point which must be deplored, since, though meant to placate the capital¬ 
ist, it does not meet our short terra liabilities now maturing, except by post¬ 
poning the evil day. Increase in taxation was inevitable, and, if the present 

factors continue, is only delayed till a more opportune moment. The resolution 

stopping the unpaid portion of the additional war contribution voted on Sep 
tember 10, ipi8,i«an act of the merest justice, since both the conditio* con- 

tciHplutod at the time— India being burdened with a wai of her own, an a wavy 

fa mi in:--iiave oceured. The appointment, finally, of a Committee o t le 
linp>.i ini Co,, nr,I to mv< -ligate the possibilities of Imperial J lefeience, will, it is 
to be hoped, not prove mischievous if it confines itself only to the Statisiical 
inquiry as a preliminary step. 










PART VI. 

- «- 

CHAPTER I. 


PROVINCIAL FINANCE. 


Cl. Introduction. 

Wo have hitherto considered the financial system as a whole _ as a single 

unit administered by the collective central entity known as the Governor- 
General in Council . There is a historical justification for such a treatment of 
our subject, in that what we now understand by a system of financial decen¬ 
tralisation — what is now considered by the leaders of Indian public opinion as 

the ideal of constitutional progress — the accomplishment of Provincial Aut-onomv_ 

is relatively speaking of very recent origin. There has, indeed, been some sort 
of decentralisation in financial administration as in other department; but the 
principles influencing these arrangements are widely different from those which 
governed the schemes of the early authors of such decentralisation. But, 
whatever may be the value of such a justification from the stand point of history; 
whatever may be the utility of presenting in u connected- form the working of 
the entire system as seen from the stand-point of a central government; whatever 
the future may have in store for the rival principles of Provincial autonomy and 
Imperial absolutism, we cannot, in such a study of the Indian financial system 
as his here attempted, lose sight of the fact that Indian Revenues and 
Expenditure are divided between the Imperial and Provincial Governments, in 
accordance with principles which have been fashioned after fifty years of 
experience. That the student may not find Ins sense of proportion in the study 
of Indian finance obscured, we have set out a picture of the entire system iu 
the preceding sections. That the politician or statesman might not confuse 
the issues we shall now briefly trace the development of this singular system 
of administrative devolution for purposes of convenience, rather than with 
any great regard to principles of finance, and then offer such criticisms and 

suggestions as, from our own past experience and the experience of other imt j ous 

similarly situated, we find applicable to the case ig hand. 

Cll. ORIGIN OF FINANCIAL DECENTRALISATION IN INDIA. 

The old Presidencies of the East India Company were all too full of the memo¬ 
ries of their independent origin and authority to submit, even after the Regulating 
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Act, to the grinding authority of the Central Government- In those days 
the difficulties of cnmmnni cations and the intervention of large., tracts of indep cn- 
dent territories made the control of the Central Government impossible to exer ¬ 
cise, even when it had the moral support of the Supreme Home authority jjohind. 
it, even when Parliment had recognised the necessity of and conferred the authority 
upon, the Government of India to exercise control over the revenues and expendi¬ 
ture of Provincial Governments* Sojop^hemgaiis of communications remained 
defective; so Iona as the Central Governme nt its elf had no well ,.conceive d 
plan"oTfinancial administration, the control , re quired by Pa rliamentary enari- 
m ent was theory dl the revenues from all the districts under the 

administration"of the Company were collected, by their local officers, on behalf 

of the Government of India ; all the expenditure defrayed in the name of the 

same authority. I n practice the Local Governments had pretty fully a free hand , 
uot, in deed, as in the glorious old days before Regulating Act, to commence wars 
i on their own authority, sign treaties and annex territories, but a t least, to ministers 
to the needs of their province from the revenues collected by them under the 
f ormal authority or sanction of the Governor-General in Counci l. 

✓ But after the Mutiny, when a special department was created by the Central 
Government for putting its own house in order, the possibilities of this centralisation 
began to make themselves manifest. The m il-ro ad stadthe telegraph wire had 
between them nu t an end to the old time isol ation ofjhe provinces. They came 
into closer contact with the Government of India, and, therefore, more directly 
under its control. The Imperial G overmnent were, after the Mutiny, endeavouring 
their utmost to effect retrenchments in ever) - direction. And the Provincial 
Governments, anxious to accomplish ambitious schemes of material improvement 
and administrative reform, found themselves soon called to halt. “ The 
Supreme Government controlled the smallest details of every branch of the expendi¬ 
ture ” say the Strackey brothers; “ its authority was requird for the employ¬ 
ment of every person paid with public money, however small his salary; and 
its sanction was necessary for the grant of funds even for purely local works of 
improvement, for every local road, for every building however insignificant ”.f 
But the Imperial Government were too keenly conscious o t u ir needs to think 
of relaxing their legal authority, even apart from a not illegitimate suspicion 

'that the P rovinc ial Governments we re_ I'gtdly-dfl-UU luring ior nu!ie_mpnc : y—onl) 

to . increase their own importance, n ot because they rg& Uy_il£fidgd.d ie funds J 
The _lmiK-n;-i (.[■. ym.'mncn t- did, indeed, gradually realise that for^a country as 


A ,mw M'l 11 w ProvMcl timt “ Governor .slu.ll have 1 noting 

* I Oencrlii." or “UoTOina:. without the previous sanction of WuGovei 

viv,! foil.,wl,,:: v ,„, n of the i.eccu trnli.-ation Commissit 

Ollier irem* 1A..1 ^ " V, v In .. provinces, principally to 

».,Vi t‘; II 1, lri: - ua, h arov hielnl Uovcrnme.it was ..buolulely tfepende 

1 11c ;.i,V; 11 ‘* ,,Vrr ">»eui fur 1 lie upkeep 01 if h udnitnifirallve service-.” 

, + r- ...11 . l^GUll lMfWujje from rt l»v (ionuril Strurlirv. KfwrciAtv to thf f 


ssion (10U9 )para 54. 
•i/iuiy fur road*, Bchool.s anti 
dependent on sums annually 
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Jarge as the Cont inent of Europe with as many diversities of social and economic 
conditions, a single sy stem administered from one centre is bound to be occasion ¬ 
ally insupportable by the inequalities it involved . They also felt the one justifi¬ 
cation that the local Governments had in making clamourous demands upon 
the Government of India their ignorance of the demands upon the jmrsc of 
the latter. They often made allowance for a sense of irritation which the provincial 
Satraps may have felt at what they considered an unwarrantable interference 
of the Imperial Government into the most trivial details of every day adminis¬ 
tration. Fro m 1860 onwards the Imp erial Government also appear to be realising 
th eir own Inability at once to control and yet to carry on wo rks of materia 1 
be nefit as vigorously as_ the Provincial Governments rightly desir ed On 
the other hand they perceived with regret that the officers of the Provincial j 
Government, w ho were necessari ly the meA to collect imd^ond-the revenue, 
did not do a ll they might have done in the way of diligence or econom y: and 
masters, the provincil governors, had no incentive t o enforce economy ox di ¬ 
lige nce upon these officers^ ^Frequent conflicts arose between the Imperial and 
the Provincial Governments in which the latter were aggressive exactly iu pro 
i portion as the former were wrong* It was clear such a state of things could not 
long continue. i/The Provincial Governments could not undertake any scheme 
of improvement in their governments without fear of undue interference from the 
central Government; and these in their turn could not budget with any feeling 
of sympathy or harmony or certainty in view of the unceasing remonstrances 
from provincial Governments. As early as I860 General Dickens had su g gested 
a s cheme of Reform with a view to provincialise finance . .The Finance Minister 
Mr. Laing himself made references in his Budget speech to the>nee4 fpr .^nch n 
r eform f His successor Massey cordially supported the suggestions of Sir 11. 

| Strachey in the same direction, though the time does no*t seem to have been ripe 
L until the administration of Lord Mn vo to carry out the reform. 


CHI. LORD MAYO’S SCHEMES OF PROVINCIAL FINANCE. 


Convinced that without an ample measure of liberty and resources the Local 
Governments could be expected neither to economise nor to undertake with 
enthusiasm works of .local improvement, satisfied that the Government of 
India was incompetent to judge of local requirements and yet bound to interfere 


• Lord Curzon observed in one of his valedictory bi«t^cJie8 . In old volumes of our proceedings, which 
it. lias been my duty to st udy at midnight hours* I have some times come am** peppery letter* or indie-, 
mint remonstrances, and hau* seen the spectacle of miuriated pro consuls strutting up and down the stage.. 

. ...1 ara not one of those who hold the view that local Government are hampered in their administration 

by ®ccessive centralisation, or t!mt any great measuies oi devolution would woclm •• bettor result*. 

1. believe lii a strong Government of India gathering into its own luiml and controlling nil the reins. Hut I 
would ride local Governments on t he snaffle, and not on the curb, and 1 would do all In out power to consult 
their ieeungs, to enhance their dlgnitv, and to stimulate thou* sense m responsibility nnd power. 

t Ihe b 1 nance Minister Laing—obaervvd in his. Budget speech of * it this great . empire is 

ever to have the roads, the schools, the local police, and other Instruments ot civilisation which a nourishing 
country ought to possess, it is simply impossible that an Imperial Government cun iitid Hth r th<* money 

or the mauage-ment-It is of the flfst importanceJb-teeak through the habit, of keeping every tlih 

dependence on Calcutta, and to teach people not to look to Government for thlugs which thov can do far 

better lor the msM vc'.. It is most desirable to brerk through, the sv.-tein'o’ barren uniiornifcy am! 

pedauUocentralisation, which has tended in times past to reduce all India to' dependence on the bureaus of 
Calcutta, and to give to local Governments tbo power aud the res ponaibllltyo 
affairs.” 

































iii local affairs so long as it alone was responsible for the finances of the entire 
country; impressed with the belief that unseemly squabbles in the conduct of the 
Government would be as unavoidable as they were undiguified, Lord Mayo, 
in his resolution dated 14 December 1870, procee ded to define the principles of 
a scheme of financial decentralisation. The need for maintaining a strong Central 
Government was recognised by Lord Mayo and his colleagues to be too elementary 
and imperative to admit of discussion. The scheme of decentralisation they 
sought to formulate was, therefore, one purely of administrative convenience, 
and" not on an v admission of the prmcjjdiof Meralisni in the governance of Ind ia. 
It was found to be more convenient to entrust to the Local Government branches 
of administration which were obviously suited to local handling . For a lump 
<TaUd printing sum grant of £ 4,688,711 a year handed over 

KfiS Wttaa (jiv.'jiulldingj- t° the Provinces, the marginally noted heads of 

Medical/" PuMolmprvomfut services were made over to the Provincial Govern¬ 

ment This grant was less by £330,801 than that assigned to the provinces 
for the same services in 1870, the grant being calculated on the basis 
of average expenditure of the several provinces in the preceding five years. 
It was distributed as noted in the margin among the various provinces, again 
on the basis of the requirements of each province as shown by the accounts of 
the Government, of India, after certain adjustments had been made. The Pro- 
t. vincial Governments were given the departmental 


Oudh .. 
Con. Prov. 
.Burma.. 
Bengal.. 

N. W. Prov. 
Punjab 
Afudras 
Bombay 


206,043 


m’jsi receipts from these sources, but- if the grant did not 

Z suffice they must depend on their own resources. * 

mil While refusing to increase these grants, the Imperia 1 
Total ... 4 , 688 . 7 ^ Government undertook not to diminish them except 

in some extraordinary emergency, and even then not without previous consulta¬ 
tion with the Governments affected. •'The Local Government^ moreover, were 
given, what perhaps they most appreciated, a free ha ndjQJ2fife p - U i eii ou —-S££P 0 ~ 
p riation for the several heads within the limit of t h en a*.sjgmn e p j>.. The 
various items disappeared from the Imperial Accounts, their plaa being taken 
by the single item of “ Pr ovincial servi ces. ’Slf a local Government could 
not within a year exhaust its assignments, the amount' would not a l IM 
be carried forward as a balance to its credit. The Provincial Governments we 
enjoined to adopt the Budgetary procedure on the lines of the Imperial Govern¬ 
ment in respect of the Services assigned to them. 


Tin <1cation of Provincial Services did not, however, deprive the Govern, 
ment of India of its general right of supervision and control. The Resolution 

bator8 **»# LegtolaWvo Council. on March i*. IS71. ohaervcJ: *• » 'iS*" 1 ®;. 
f at prevent V. hat ran bu done? In tkb tin ■ futur*; but l would be mUleading thr 

Local Oo\ era ment- i» ! were not to say that It Is our opinion that the.«« ^umnart* now llxod At Attftinou'Jt '»* » 

canuot bp excoeouPd for ut Ii*mh» ,*i number tit vt*ar> Tin* r«*»olutlon. huvrrver. n<h!*i a footnote u> par* «• 
-ayiiuf. It will bo round when «!i«> mcounUoi tin >o.«r ih 70-7,| are made W,thnt the at Ual eXpciWiWire uur* 
lug that year for the Oftohil pontime »>l tlio .sot vices atWVted exeeedfl ? ho amount vt the arrant« l«>f tJIUl pi|P 
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ie, than the several aaslgnmonfs will bo, uu< o for all, Increased by the different:e** 
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under Review carefully lays down the conditions of this scheme of tentative devolu¬ 
tion. Without the previous < sanction of the Government of India 


(1) No Local Government could create any new post with a salary of over 
Rs. 250 a month, nor add to the salaries and allowances of any existin" 
post a like amount; 


(2) No new Class or Grade of officers could he created or ablolished, or its 
pay raised. 


(3) The pay and allowances of an officer doing duty in a province, but paid 
by the Imperial Government, cannot be increased by the Local Governments 
over the scale sanctioned by the Supreme Government. 

(•1) No moneys could be removed front the Public Treasuries for invest¬ 
ment ; and 

(a) No services rendered to other departments at the cost of departments 
now made over to the Local Governments can be diminished. 

✓ I'lom these changes Lord Mayo and his Government expected to obtain 
the much needed relief for the Imperial Exchequer without in any way weak¬ 
ening the authority of the Supreme Government. The Viceroy also hoped that 
there would be no feeling of a separation of interests but rather one of meat, i 

harmony owing toan increase in independence and responsibility of th/Local 
Government#. 

CIV. THE EXTENSION OF THE SYSTEM BY STRACHEY UNDER 

LORD LYTTON. 

The plan worked out by Lord Mavo suffered from several wcnl.-,,,.,^ The 
assignments made to the various provinces were each on the basis ,of the actual 
expenditure of every province under a given head. This assumed that the actual 
expenditure represented the real needs of the Province, though the Provincial 
Governments had all along protested against their local projects being handi¬ 
capped for Imperial considerations. , The scheme of Lord Mayo, ignored aliogc 
ther the indisputable fact that there were gross inequalities as between the pro¬ 
vinces in the matter of grants and burdens, and that a system which tended to 
perpetuate these inequalities cannot prove uniformly acceptable. In defence 
it could only be urged- that if the Government of India had started to find out a 
really equitable basis of distribution, it would never have been able to evolve any 
scheme of decentralisation. The status quo of each province was the only avail¬ 
able basis to adopt, leaving the undoubted inequalities to be'removed , by a 
readjustment of local burdens in the future. Another criticism that might 
well be urged against the scheme is th at it' g ave no interest to Local Government^! 
f or exercising d iligencej n revem rn jmll{&tja&s.~ TTWnotoiaous that considerable 
leakage toek place in such important heads of revenue as Stamps or Exoiap or 
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Customs. The provincial Governments, not interested in revenues, did not 
percieve the loss to the Treasury through such leakage. ✓The scheme lmd, no 
doubt, accomplished the main objects of its authors ;. there was greater harmony 
between the Imperial and Provincial Governments and the Local Governments 
had been enabled to commence several schemes of local improvement. The 
great aim of economy also was accomplished in that the process of continuous 
growth was arrested, while t he expen diture waS-directed to more u seful channels * 
But the central defect noted above made the system shorn of many other ad¬ 
vantages that might reasonably be expected in the shape of improvement of 
revenues and the consequent avoidance of unnecessary taxation which would 
otherwise have been necessary. 


<8L 


Recognising these defects the next step forward was taken in 1877 under 
Lor d Lvtton when the -remaining sc rykfiS, ex cept those directly admini s- 

tered by the 10 th e,Pro vincial Governme nts 

along, with" . mnected r. of the Local 

Government W as derived from a grant dr Assignment, which, though not obsolutely 
fixed, was incapable of appreciable expansion. The _ncw services transferred 
in 3877 were those of Land Revenu e, Excise, Stamps, L aw and Justic e, General 
Adum bratio n ."stationery and Print ing. -For their administration no lump-sum 
^rant was made hut a ^hare in some specified heads of revenue, which, without 
local diligence suffered grievously from evulsions. *1 lie principal heads of reve¬ 
nue thus shared were : Excise, Stamps, Law and Justice and some other jtems 
va rying fr om prov ince to province . * The License f ax and some Railways 
re als o made over. „ angement was that tl ie from these sources 

w ere to be taken by the Provincial Governments; but if they showed any surplus 
over the estimated figure from these heads in each of the Provinces, the Imperial 
Government should be given one-half, while in case of deficit the same authority 
should be made to bear an equal proportion. This did not give any power of 
flesh taxa tion to the Local Government s! n or cha ng e am of the conditions of 
general supervision and control laid down in Lo rd Mat o s Resolution. ;}: In 
carrying out these changes, since the arrangement with each province was dif¬ 
ferent, the system of making separate contracts was for the first time adopted, 

unci that tU contracts may not stereotype what might prove to be an unfair 
an-angement, they were concluded for 5 j mars _ _oidy .jn the first instance. jj 


and ls6s*a the charaes for thaie service.* luici grown from £ j. 112.000 to £ 6,030,000 
or about £ SUO.Ouo a year. In ls70-?j Lord .M.io/n Government reduced these charges to £ 6,197,000. 


1 ., ’ :T" ‘' umri *rr»ii >u\unon unne ewary, and to give to these govern incut* direct 

i.nO iatrnfiiiii ■•""'T 0 source* ol exciting ntveunea wtiieli depend lor their producllvenw* on good 

udmiu stnitloii Financial state,, 1: 77-» sir. J.SUoeliry. . 

^ n .^‘. ; ’‘ nr .n- ic " >t rellnuuWi l,n gonon [ » « 

blit bis cxcclluioy will, ns lar us poivdlde uvoid lut inference ltli Lho d. i .il*, of the udndxiuir.i -101 
traniderfed. and adrviow, iiud any ftinlnuiut-Eirtcnt or Jr' i t.iin*. " A t.... 

& J;i :«iie Settlement or contract., made wiiii A <ini mid Burma 1»- i.^7S» nil t -e revenue , , r 
%vnndir uro which could pOhblbly lit treated jirovlru tally wur<Mu. to over Ft- tlv rrovluflW and forj-ho h *, * 
m iiviul share ol the L:»nd Kwi-itue. Forcits and other Item* wn>♦ eutrubt. d to the Provinces- 
GdvernniCnfc did not. come within thoArrnn^ jincntn made In 1S77-3. 
bee Straciiey dt- P-143. 


The Madras 
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Under these arrangements the total Provincial Revenues amounted in 1880-Si 
to £10,000,000 in addition to'a lump sum grant from the Imperial Government 
of £4,250,000 not counting the strictly local Income of £3,000,000*. With, 
out taking into account the last item, the Provin cial Governments ob tained 
con trol over more than 20 % of the total Revenues of India, and most of the ordi 
n aiy services . Within limits they were independent of the Imperial Govern- J 
ment and free to expand as they chose. 


0V. IMPROVEMENTS BY BARING AND RIP0N. 



The settlements made by Lord Lytton and Sir J. Strachey had made dif¬ 
ferent provisions with different provinces mainly because the settlements had been 
concluded at different dates. In view of the differences in the financial position 
of the different provinces too great $n insistence on uniformity would have con¬ 
tradicted the .fundamental principle of the policy. Still there was room for a 
greater co-ordination, if for nothing else for the sake of avoiding a needless show 
of discrimination* *As the experience of the new arrangements began to 
accumulate, it became manifest that the share reserved for the Imperial Govern¬ 
ment was not, in every case, all that it might have been, while the interest accorded 
to the Local Governments in the great branches of revenues, like the Land Revenue 
or Forests, was not substantial enough. If he had had 'time to revise 
t he Settlements, Strachey himself intended to make the modifications on the 
lines suggested above. As it was, the changes were 1 carried out bv Major 
Baring under Lord Ripon, than whom India has not yet had a Viceroy more 
genuinely interested in the progress of local institutions, f T he quinqiiftimjql 
settlements made in I8S2 ab olished the c orner, stone of Lord .Mayors original 
scheme—a fixed lump sum grant U) t he Province s—and instead made over all the 
revenues derived from specified sources like Civil Departmental Receipts or the 
income from civil buildings. As*regards the other heads, which had previously 
been transferred. For ests an d .llcidifeation were, divided between t h«» 

tvo_ governments, for the m ost part in equal p r oport ions. ''The balance, still 

i emaining unfavourable to the Provinces, was made good, not by a lump sum as 


• What Strachey contemplated, by way cl revision bus been thus described by himself. 

“ Xiio revenues and clwxgea arising irom IrlbuU'bi Suit. Oeiuiii, Allowances and u&aliaiiueiits thr 
administration of the post oj lice ami ^ llKUai * Kallwav* the 

I«*«»• «»vornultote. 

Registration, and f 
Oovernuionte- l£a 
to make good the < 



Said Major Baring apropos ot these changes 


Said Major Baring apropos w www* , 

“One rosulf of the Provincial arnuigomcius concluded in ISSliwas Owtuith. i »ur 
winch the finances ofibree India were exposed viz. War, a dimunUion of the Opium in 
naeand famine? the first three had* to be met u> the UoYernmcut of indin, and 

' . i At... 'I .Mini I Ifivnrit nii.n t c. 1 , 


.ukc auu j .“— - 

; icJt by the Local oovenuiu-pts. 


- peculiar ituuiiern 
i Revenue, fuUbiBx- 
and only tlw fourth 
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<8L 


* -• Kcvcnue from Divided 

heads 

* 3. A varying proportion from 

certain heads 

/ 4. A nominal proportion 
from others 


before., but by a fixed share of the land Revenue. The general result of these 

Settlements of 1882 was that the rovenues 
i. Wholly Provincial heads. . 4 , 000,000 of the Provincial Governments were for the 

8,000000 next five years made up of the marginally 
23 , 000,000 noted sources. With regard to the extra- ' 
7,ooo,oo< > ordinary charge of wars and Famine Relief 
Totnl •• 42 , 000,000 was settled that no . demand was to be 

made on provincial Governments except in case of a disaster so abnormal 
as to exhanst all the reserves of the Supreme Government, and to necessitate the 
suspension 61 the entire machinery of improvement throughout the empire. ^In 
the Alghnn War demands had been made upon Provincial resources which had 
left them entirely inadequate for ordinary administration. It was to guard against 
such unusual demands which, when made, would upset all calculations made by 
the Provincial Governments for their programme of improvements, that a definite 
pledge was given. In the case of Famine also t he Imp erial Governmen t underto ok 
t o co p ip to ^tlie rescue of P rovinelal finance, as soon as it was evident that the 
famine was severe, and that'' 1 1 woukPeniBarrassThe resources of the Provincial 
Governments, without regard to the actual amount spent. ./Besides. as in the Im¬ 
perial Budget provision was made every year of a million sterling for relief of famine, 
it was not incumbent on the provincial Governments to accumulate any special 
reserve on that account. T he Provin cial Governments thus obtaine d a much 
greater measure of idcpciukuice than ha(l^yyr^)een_th(L 


CVI OTHER CHANGES AND THE FINANCIAL COMMITTEE OF 1887 


The working of the contracts made in 1882 disclosed certain points of wea k- 
ncss which were attempted to be modified in the 20 years that followed in one way 
or another. From J88J to 1884 the Local Government had abundance of funds 
as much because of the great prosperity in the general finances, as from the accu¬ 
mulated balances to their credit. During the Afghan War the Imperial Govern¬ 
ment had been obliged to enjoin restrictions in provincial expenditure and to 
demand a contribution of £670,000 from the Provincial Governments . This 
was now returned and the restrictions were removed. ^The heavy expenditure of ♦ 
the three following years displayed a certain amount of wasteful enterprise which 
the. Imperial government wanted to check. If in the new contracts to be made in 
1687 the provincial revenues did not keep up to the scale of these three years ex¬ 
penditure, it would involve a most undesirable element of fluctuations. Hence 
l 10111 ***' it was required of every provincial Government that it 

maintain with the Imperial Government a prescribed minimum balance as shown 
ii] the Budget estimate : and under no c ircumstances was this balance to bo 
allowed to fall below the minimum. In 1887 when the contracts of 1882 came to . 
an end the Government of India appointed a Financial Committee to consider l 
Jhe possibilities of retrenchment- in view of the henfull in Exchange combined! 
with an increase of tie* Army by 30,000 troops. ✓The result of the revision of 
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the provincial contracts was a transfer of Rs # 64 lakhs from the increased receipt 
in the Provincial heads of revenue to the Imperial Government. Even if we make 
an allowance for the slight increase in Provincial grants, tko net gain from revision 


of the contracts to the Imperial Government was Ks. 55 lakhs / The same operation 
was repeated for the same reasons in 1891-2 with a gain to the Imperial Government 
of Rs. 46*63 lakhs/The accumulated balances of the Provincial Government 
were taken up by the impoverished Imperial Government in 1887 and again in 
1890, though in the following year the u Loan ” was refunded.* 


T he Committee of 1887 had, however, su ggested radical modifications of th e 
w hole system of Provincial settlement s. In a note submitted by 1 members of 
the committee f they recommended : — 4 

• . i 

Besides removing the perennial cause of irritation against the high handed 
manner in which the Imperial Government resumed the balances of the Provincial 
Governments, it would secure to the Local Governments half the normal growth 
of their provincial revenues, thereby enabling them to keep up a continuous 
policy of internal improvements. While unable to secure complete equality of 
burdens of the Imperial Expenditure as between the various provinces, these 
suggestions yet secured to those provinces, which contribute less than half their 
revenue to the Imperial exchequer, an exemption from the liability to meet imperial 
demands, if need be by reducing their own expenditure with a view only to 
afford relief to those who contribute more than half. If the Committee’s re¬ 
commendations had been carried out the then existing level of local expenditure 
would have been loft, untouched. On the other hand the effect of paying half 
the increase would tend in course of time to equalise the burdens. But the 
greatest advantage of the proposals lay in this : that whilo it made ample provision 
for the needs of the Imperial Government, it imposed some sort of check upon its 
spending propensities. Besides leaving to that Government the entire growth 
in its own sources of revenue, it gave half of the increment in the Provincial sources 
and a power to demand further contributions if needed. The scheme was based 
on the hope that in normal times more than half of provincial revenues would 
not- bo applied to non-provincial purposes. \ 


These recommendations the Government of India did not accept on the ground 
of increased military needs and Exchange troubles preventing any surrender on 
their part of a possible accretion to their resources. I n 1897 was made the last 



' ,-- j-nolollowll 

) supreme. Legislative council ropresen 
in whicji these quinquenni 
3 summarily on its back , do 

thrown resumed a Jjormal S'-ata and one ye>.r dissipation of balances in the fear tha't n n 

^i ‘ 1 BuSD£Sm 1 896.07? P mO G ° V6rnmcnt <»rocUy « ‘niUioc.Iy, at the time ot < 

In 1894^ the Bums curse ot resnruption oi Provincial balances was followed lu the no« wm i 
rotund * J 1 

lU 5 t t |cc T Rnn-iUe re ’ ^ Clwr,cS Pre5 *‘ l ent Sir Wm. Uuntcr, Mr. Justice Cunningham anil M 









qu inquennial revision mulin' the old principle s. An estimate was made of the' 
expenditure in each province on all the services with which the Provincial Govern¬ 
ment was charged ; an adequate proportion of the Provincial revenues Avas set 
aside for that purpose. The Provincial Governments, generally speaking, retained 
the whole of the Receipts from Provincial Rates, Courts of Law, -tails, Police, 
Education, Medical and Local Marine Services, Pension contributions and minor 
irrigation works, certain State Railways and major Irrigation works, Buildings 
afid Roads, Stationery &c.;iofthe stamps Revenue; « of the Assessed Taxes, 
Forests and Registrat ion receipt s; ] of Excise; and j (generally) of the Land Revenue. 
Out of this they had to meet the expenditure on most of these heads, and 
a share of the cost of collection corresponding to the proportion they received, 
except in the case of Land Revenue of which the whole cost of collection was 
borne by thf Provinces, except in Bengal. Within the limits of their resources 

the Provinces were also made responsible for Famine Relief, some Political charges 

and miscellaneous expenditure. The total Revenues assigned to them was in 
1901-2 £16 746 million or Rs. 25.12 crores, while the total coitions in which 
they were at all interested amounted to £36.811,000 or Rs. 46.33 crores, nearly 
50 p. c. of the gross revenues of India. 

CV1I. THIRTY YEARS OF PROVINCIAL FINANCE. 

We have now briefly reviewed the gradual evol ution of a syst em of financi al 

decentralisation, which, wit hout being based o n any— il* 

d ivision or coordination , h ad nevertheless , i n thirty" years , efleeted considerable 
economi r s. ^During this period the principles which originated the system—the 
nr>e d for administrative convenienc e—remained substantially th e governin g 
,;j ea of the whole arrangemen t. The revision of contracts, the resumption of 
increments hTrevenues by the"Imperial Government irrespective of the needs of 
the Provincial Governments; the demand for special Contributions were all indi- 
cations 0 f the old idea of unchallenged absolutism of the Central Government. 
Straehey had observed in one of his financial statements that the on^hing necessary 
for India was a strong Central Government ; and it is but to be expected that 
sudi a person encouie iing the system of Local Finance would naturally do so only 
because he considers it an excellent means of adding to the strength and impor¬ 
tance of the Supreme Government by freeing it from unseemly biawls. I he 
very tests by which the success of the system was judged were unavoidably coloured 
with the taint of the original principles. Thus it was observed again and again 
^hat the system had helped to economise by keeping down expenditure. Once 
you accept the principle that saving in provincial expenditure was a good test of 
of the success of Provincial finance, there could be no logical ground to quarrel with 
the resumption unspent surpluses and obvious inerem* nU by the Imperial Govern¬ 
ment whose needs were unquestionably to dominate the situation. In that 
iew of the .scheme of Provincial Financo the fact that the bulk of the hcftdfl Oi 
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internal Expenditure had been made over to the Jioeal Governments, and 
that any saving in them could be only purchased at the cpstj of effi¬ 
ciency in internal administration would have no influence on the situation. 
Y ihe Imperial Government had delegated these functions to the Local 
Governments, not so much because they admitted the superiority of the 
local authorities in administration, but rather because they felt their inability to 
effect, the desired economies themselves. Those, therefore, who advocated greater 
independence for the provincial Governments and wider margin of discretion in 
outlay were arguing on an assumption which the Government of India did not 
admit to be the basic, consideration in the arrangement. Hence the further 
contention about the distribution of the Imperial burdens on the various provinces 
being without any intelligible principle of ability, population or resources of the 
Provinces, was based on a view of the case not permitted by the authorities, how - 
ever lS0lm d it may seem in theory.* # There really coul d be no other te st than^ 
economy, because there was no basis but convenience of the Supreme Government. 
The I rovincial Governments, therefore, necessarily got the worst in every reshuf¬ 
fling of the cards, because from the outset they were debarred from having anv 
trumps. Claims on account of War, of Opium, of Exchange were all reserved for 
the Imperial Government who could, therefore, cajole or coerce at its will. 
As the system was never meant to constrain the Imperial Government, it was 
idle to complain that while Provincial Expenditure—which, in proportion as it in¬ 
creased, would have benefited the.country, was rigorously kept down, the Imperial 
expenditure went on increasing unchecked in fearful proportions, in the eighties 
the Government of the United Provinces tried with success the experiment of 
• pledging its own credit for a guarantee to locally subscribed capital for the cons¬ 
truction of a local Railway of a promising character. As the venture proved a 
success the Central Government felt it to be a menace to its own unchallenged 
position. The Secretary of State was, therefore, at once made to declare that all 
borrowings, however and by whomsoever carried out, must be made over to the 
Central Government to be by them distributed as seemed best to theni.j* 

CV11I. THE QUASI-PERMANENT SETTLEMENTS. 1904. 


the 


So long as the Government of India was beset with the bogev of exel ' 

nightmare of Famine, it was impossible to make it perceive thn *•»> *8 eali d 1 

mu true principles{ 


•In his uvldeuce before the Wdby Commission the Into Mr. Gokh&lii vi«, . . v -_ 

vi Provincial 1 innn. c it \v.« in the < i >-ii»j y.-are ol tin* J.i^r centurv M f . r ,u r V u *"b vritieliSfld the fcv . 
tk.na muilc by sir. J. Wot land r.. h„whow ilisrn o|k.iI innate was the lmrT U ' 6 tw “ tublo lm. , M 

The percentmic of u.-vrm... ....;. ,„i, ,i ].* rh, .. \“?.S. n V. ,ur den on t m. ,i«V%pftfouln- 


The percentage ot Revenue wurfcudercd by 
Province to the Supreme Oyp rmnent 


India Districts .. 
(eutral Provinces 
Burma 
Assam 
Bengal .. 

A. W. Province* 
Punjab .. 
Madras 
Bombay .. 


me. burden .... ♦ . ,7' 1WI » the calcu 

I ho conuibuRoii ,?i ! w l . v tUfcnnt provinces 
population. u * province-* per ion 


v>0\t 

58% 

51 % 

08% 

70% 

-15% 

52% 

10% 


I “These figures" he say* •• oresuiUeiint to show 

1 ia ti> - t ±^ e a Jeg% m the lTe^c'utn'l^ln fe '’***' 


I’ewial Provinces 
Butumh 

Assam 

Bengal 

W. Provinces 
Punjab 
^Madras 
-Ttombay 


i»et loo of 
iLs. 


710 

aa2o 

070 

l.07u 

1.770 

820 

i.2;i0 

1.55b 


I different provinces was determined ..... %’. % . .noU, v lource^' V* !]?\ s h v ‘ M! ’ <J . IC ^WndltiS of 

l aitenliju^fci^l^r govermrfc^tssu^ettalin securin^from thVccntrul 
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Ykat ought to regulate Provincial Finance. It was in vain to urge on them that th e 
c onstant dread of Revision was needlessly interfering with continuity of p olicy 
i n projects of Provincial developmen t. They only saw that the provinces 
could build up respectable Reserves, which they were, towards the end of the 
contract, in a hurry to spend. And, since they often found good reason to consider 
the hasty expenditure of some provinces as a needless piece of extravagance, 
they felt themselves justified in taking up the surplus for their own pressing needs, 
rather than suffer it to be wasted. They couldiiofr see that their own revisions 
tn UWne in sti,nutating Provin ciajj^ ; forjiejir o vinces cou ld 

/n ot fyq.ne any schemes unle sstjl Py WW cei ltai i L Pi the Ways and . Me ans and , th ey 
must be allowed timfO^«aM ld m i mJhen plans before comm encing 
operations. But that those plans may not be extravagant, and those operations 
may nbt be hurried the provincial Governments must be assured that their balances 
mil not be encroached upon, nor their assignments curtailed merely because 

of the size of their balances. 

When however, the Exchange trouble was over and Famine Belief more under 

control the Government of India were in a better frame of mind to consider the 

claims of the Provinces. They were not, indeed, going to surrender their right 
to revise the contract, or resume the surplus if their own abnormal needs demanded 
such a course* But within that limitation they were willing to grant a reason¬ 
able continuity in policy and resources to the Provincial Governments. The 
principles guiding the new settlement were : (l)^be Local Governments must 
be given a more permanent interest in their revenues and expenditure.^) The 
assignments to them will include a slightly smaller share of growing revenues, 
(3) “'The share of revenues assigned to each province .separately and to all provinces 

collect ively should bear approximately the same ratio to the provincial expendi¬ 
ture as the Imperial share of growing revenues bears to the Imperial expenditure f 
.With some small exceptions the heads of revenue, which were wholly Imperial, 
wholly provincial, or divided, were left in the same stage ; but the share given 
r 1 ,., m fnvmitv with the principle stated above %. As 

to provinces was altered in coutormuo' * 1 * 

,J ,„™, 8 ste provincial expenditure «* *° “«« 1 

tttal. hhd tfic aggregate Imperial Expenditure J, prepertie.w were taken .» 
, he bard* fer the division between the Provmcia) and Imperial shares of revenues. 
I I,i. change must take into account (a) the need ot backward provinces, (6 ) 

. Announcing t ho change In rrlndplca aud arrangement* In the Financial Statement oi 1004 - 5 . the 

it^e^ntthntttwImperial Oovemraontcannot undertake any absolute obligation to maintain 
atalttlmea a deOitlie proportion between Uio ahare of Increase of revenues, piwlnclal adndnis 

t.ratiiin-■ and tlmt v lilcli It is ucecBBnry to retain to meet-the growth of Impe^ expenaitnrea Md Jt m'u 1 
•ihray* reserve the right to make a special temporary, or more permanent reductions from prov luclal ™ 

1 (the exig^nvlea of State should require such measures. It must also be borne in mind in apportioning 
oi rev uii 1 ' ’ •> different provlneca, that u lurgur proportionate asalgumont id required in the more DuckVrarn 
irovince> than in th which air ohU r ri'tnblMuM <-r more highly developed. Para 39 * 

1 It must he observed that these tv>n principle-ore t*ouK \vhat lncongruou-• The clinging to the absolute 
. _afr.rr.nce to ImpexM needs la a nitviviil *»f the pant, linked to tin* more Intelligent principle of the needs 
Lmvince in the -future. 

01 I .inra 211 of the CXpUmniary Mdmdinudum to the 1 iuanrhil statement of IP 04 -. r j 

I B SS.? ho*id» Revenue and the ••onvaiw.iifllng Kxpeiflltttre *cr® to ' 
t J * 10 Vnnaal United ProvI uoh Immbay nnd Mad™*Imperial awl 
( 1 ) .i.^pfn ab mid Burma Imperialand l*rovl..-W _ 

$ gjg oS and A»»» half to bah 
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the projects of special reform suggested by the Supreme Government, and 
( c ) the yield of heads of revenue Which were wholly Imperial or wholly Provincial. 

These changes in principle were first applied in 1901. . The old contracts of 
1897 would have normally terminated in 1902, but they were specially prolonged 
to allow of these changes being made. The net result of the changes was that in 
the four provinces with which the new settlements were made the Imperial con¬ 
tribution to the Provincial revenues was increased by Rs. 23,89,000 per annum* 
Finally, in order that the Local Governments may start the new settlements 
under favourable conditions, the Governments of India sanctioned the following 
initial grants, Bengal and Madras Rs. 50 lakhs each, United Provinces 30 
lakhs, and Assam 20 lakhs.f 

The general principles of these arrangements were summed up by the Financial 
Secretary before the Royal Commission on Decentralisation as follows : - 

) , 

(J) The Government of India retains certain administrative services, which 
•tis inexpedient to hand over to provincial Governments. They, therefore, 
reserve the revenue from these sources, and such a share of the other public 
revenues as would suffice for the expenditure falling on them. 


(2) The remaining administrative services being entrusted to Provincial 
Governments each of them receives an assured income independent of the needs 
of the Government of India, and sufficient for the norma] expenditure of tl«- 
province. > 


) | / 

(3) This income is given in the form of a 'defined share of the revenue which 
the local Government collects, in order that the Local Government’s resources 
may expand along with its needs. 


(1) As far as possible tin- same share of the chief sources of revenue is mvon 
to each province to ensure a resonable equality in treatment. 


* The detalL> are:— 

Uengul Provincial alignment K-* by 
Madras ,, „ more 

United Provinces - 
A&taru „ n *i 


Total .. 


i In addition to tbe*e grants sIhnjUI grunt* ol It*, 
bided ns lollowo : > 


1,02,66,000 ;Wort* 


• * '>>00,00(1 
10,50,0011 
8,25,000 
yi >08,000 

28 89 U00 

auctioned for 1908-4 ami 


diMri 


Province- 


Central Provinces 
Purina 
Assam .. 
Beugal ., 

U.p. .. 
Punjab 
Madras ., 
Uonihay .. 


<8 rant for 
Education, 

Us. 

2,00,00(1 

b0O»000 

C‘>1>, 000 
HMMKOOO 

t,uo,p0o 
*, 00,000 
0.00,00(i 


SeccSnl 

JiStabliMlidient journose 
3003*4 l$04*5 

Hh. , Its. 

3,00,000 3,(10.000. 


1,11,000 

.... 50,00,000 

2.20,000 3,00,000 

MJMOb 20,50,000 

3,50.000 _ 

3,50,000 10,52,000 


public 

objects 

lOO-l-o 

Its. 

iMoou 

3,00,000 

1,50,000 

5,00,00<» 

8 00,00tl 
2 . 00,000 
3,00,000 
3,00.000 
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Total 


o.U'l oOO 13,03,000 *7,02,000 22,00.000 
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‘ tinder these arrangements the Government of India received the whole of the 
Revenue from Opium, Salt, Customs, Mint, Railways, Posts and Telegraphs 
and Tributes from Native States, while Registration fees and Departmental 
receipts from Police, Education, Law and Justice belonged exclusively to the 
Provincial Governments. Land Revenue, Excise Stamps, Income Tax and Porests 
were divided between the two in stated proportions generally equal, as also the 

recent* torn .1,, larger Irrigation Work.*. Minor Irrigation race.#. were almoM. 
wholly Provincial as also those iron, civil buildings. The divided heads supplied 
the bulk of the Provincial revenues. 


As regards expenditure, Imperial revenues were made wholly responsible for 
those items, of expenditure which were in connection with the sources of revenue 
reserved for the Imperial Governments, and Provincial revenues were responsi¬ 
ble for expenditure incurred within the Province in connection with Land 
Revenue, including District administration, Registration, Law and Justice. Police 
and Jails. Education and Medical,. Stationery and Printing, and Provincial 
f 'ivil Works Charges in connection with Stamps, Exci.se, Income Tax and Forests 
were equally divided, while the proportion of Irrigation charges borne by each 
Wi . tS indued by the Revenues. Scientific and minor departments administered 
by the Provinces were charged to the Provinces, as also the Native States under 
their control. Ecclesiastical charges and the bulk of the Political Expenditure 
were shouldered bv the Imperial Government. As these charges of t lie 1 lovincial 
Government were in excess of their revenues, the diliercnoe was made up b} a 
fixed assignment under the Land Revenue. The ordinary revenues of the Provinces 
were supplemented in each case by an initial grant, and a special grant 
to carry out the Reforms under the heads of Police, Education and Agriculture. 
Finally, new arrangements were made for the Relief of Famine. Every year the. 
Government of India set aside a specific amount, roughly equal to the famine 
liabilities of a given province on an average to the credit of the'Province conerned, 
the sum thus reserved being subject to a maximum. When Famine did occur, 
the whole of this Reserve might be drawn upon by the Province without touching 
its normal resources. If this credit did not suffice the rest of the expenditure was 
to be divided equally between the Imperial and the Provincial Governments, 
instead of being debited wholly to the latter. The Imperial resources might be 
indented upon still furtlierif the prescribed Provincial balance left was below half 
its limit, t 


If these settlements are examined carefully we would find that.there is dis* 


tiuct change of principle. I nstead of ad ministrative cou venieiice_ofjdie LuiJJffial 
Government, the considered needs of the P rovince regulate the amount of revenues 


♦ irrigation Receipt* w«re Brat introduced tu ouimectiuji wltbtbe^ctUcmvut luoUowUh Uombnj und tlir 
i h. umj. Ait <iu*e proYUiceu hud Bartered suteiidy m»m i’laurur nud thoir Ojuuhvj «:t»n*••uucritn• »• 

I’nnjab'aLto ofdellcU. tl*. ir Kcttkmcoi* wore rcdatUdy wore lihi-i.d 'Uh ^ smrtmit *«*SESSuS 
PliroulG f|>r Jiotnfiuy nad KS.bL lakh* iar Urn Vuutub. I L • vr-vl»i. .:d<*r «U*»d»'i re vu 

iHi. 02 1# W* Ur /not roveuur liicrwinent to noudmy «>; if- 8 -a 1-tkln muI to Punjab B>. 6.<8 

Initial Uifi^ntrul Province in and with Burma In iflUS, 

^rtiniUnr c&SSal*'! Uitli* Flnandi.l Statement of by sir Jaw* 

M0ton> 










a ssigned them -* ^Instead of econon^y or retrench ment in the pro vincial heads 
o f expenditure being r egarded as the test of the success of the syste~rn7 t])e extent 

of jlevelopment in the heads affecting the welfare of the people like educa tion and 

s anitation was an admitted factor determining the increase of grant . 
ment was for all practical purposes permanently fixed. The supreme Government 
had, indeed, reserved their right to revise the settlement ; but they had agreed 
to exercise that power “ only when the variations from the initial relative standards 
of revenue and expenditure were, over a substantial term of years, so great as to 
result in unfairness either to the Province itself or to the Govrnment of India or 
in the event of the Government of India being confronted with the alternatives 
of either imposing general taxation, or seeking assistance from the Provinces ” j* 
✓The old complaint about want of continuity in Provincial programmes was to 
)a large extent avoided under the new arrangements. Th e method of distnhn *;,,., 
total revenues between the Imperial and Provincial Governments showed that 

th e Im pe rial needs were of second rate importanc e. The portion available f or 

Imperial purposes was taken in the shape of a share of a few of the main heads of 
ioNenue, called the “ Div ided He ads yBufc as the distribution of these heads 
could.never be so adjusted as to yield to the province, besides the revenues 
from the sources wholly provincial, a sum exactly equal to their expenditure, 
equilibrium was brought about by means of lixed cash assignm ents. a deficiency 
being remedied by an assignment to Provincial revenues from the* Imperial 
share of the Land revenue, and an excess bv the reverse process. T he dav had 
not yet da w nr»d when th e Provinces wo uld be entirely free from the cont rolling 
auth ority of the Supreme Government, nor their penchant for interference in 
Provincial administration by suggestions, if no t instructions; though, hence 
forward, whenever they made new suggestions, which would involve additional 
outlay by the provinces, they would contribute sufficiently tfc facilitate the 
exception of their suggestion*. „ The^ro vinc^ 6we re aIso nnlfn?0 to iUUIjipljiate 
as the^vjdeascd their ngomge^ tin, ,, enoraI 

de termined exclusively by the Supreme Guve rimient, but wir | liu the shares made 
over to them the Provinces obtained a degree of autonomy which was unknown 
before. ./They could not alter the general trend of expenditure, or lua j- c v 
changes involving additional outlay of over a prescribed amount, except with the 

sanction of the Imperial Government. The Provinces could ..*■ , 

„ .• „„ v . , , -r— > At most, onlv make 1 

suggestions. Ihe Imperial Government could still Th ~ lia . 

penal Government could always excuse themselves m. +1 > , , . 

look tn th A i «. . 1 „ . on the plea of their duty to 

look to the interest/of all provinces alike wliuim, .. , , 

accent thp ai,.m rn , ’ henever they felt disposed not to 

accept the suggestions mude by the suhovrlmd r ,, . . 

r , , ‘ 'dinata Gb vein meats. The Provincial 

Governments must carry out the 1 u* r , 

* k ' uclions of the Imperial Government* parti- 
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;ularly as tlie latter were always able to back up their directions by specific addi¬ 
tional grants. As these grants were ear-marked for stated purposes in advauco 
the Provincial Governments could have no discretion in utilising them. Altogether 
the decentralisation of Finance as it obtained^ 


wic ueuemraiisaLiuu ---: , . , 

IapT ml' toe.nme.it, r£ d thencwidedjh^^ 

. 3^.;« to "“.‘^ 77 ,r , 

—r different conception of the Governance of 

cause of the latter, not so much from a cun r . 

, „ , ... , T winter independence accorded to the Provinces 

India as from a belief that with g«eater F 

t it „„ n i,. would be able better to check the smaller pro 
the representatives of the people "o r 

vincial governments. * 


CIX. permanent SETTLEMENTS OF 1912. 


Before the Royal Commission on Decentralisation which reported in 1909, 

' * permanent Settlement of Provincial Finance was much 
the system of Quasi- J erm»ut 

criticised- The chief pninfe<iH!‘i2“‘ 


(1) The s) 


•stem of ’’divided heads ” is injurious to Provincial develop- 


nicnt. 


(2) The practice of making K»d a-«ignme„m makes .he »y»tcm iuciaafic. 

O, The spasmodic grant of lump sum, is productive of infer- 

ference. 


(i) 'The varion, settlements shewed great inequalities interse. 


(,,) -Powers oi taxation and borrowing «k°“ ld M S'anted to the Provinces. 


The iirst two arc interdependent, 'to “ mh * I,rov,,Ke inevit * bl « 
grow anv element in the local resources to meet these needs, which is incapable 

of expansion, must inevitably tend to make the finance, disorganise^ 

, Tin- system of making fixed cask assignments in order bring pbout equihbrinn, 
in Provincial Revenues and Expenditure represented lust that dem.nl of rrgrdrty 
Which could be avoided only il the principle nf " l»**W *** wa, abandoned, 

and its place taken by a snrrcnder to the province, oi the normally growing head., 
of Revenue sufficient to meet the growth in expenditure. It may, indeed, be eon- 
ceded that even under tin, eating system as the revenues conceded arc capable 
of growing in equal proportion to live normal growth in expenditure, the existence 
of a portion of the Revenues which is inelastic will not matter a great deal. “It 
i a only when the normal increment of revenue falls short of the legitimate increase 
in expenditure that the fixed assignment becomes an evil and a dangcr. 5 ’t fl 
proportion of the fixed assignment to the total revenues in the hands of a pro* 
vince is unduly large* it should, according to the recommendations of the Decentral ^ 
jsation commission, be converted into Shares of growing reveuues by gradually 


... w . Gokhule’B evidence b*rfo« the Wflby Oounnfcslon and the decentrultoatfon couimteion 

Be waste! Min f'^,P w ..E b ? WmS?k 


wanted Indian Finance to i>o oreamaua J*. ,o,« « v ‘.nm v 0 dt y uunv 5, 
I KcooJutioii ou Provincial Ffaamc, dated IStft Ml, *<>• *•» «•» 














4°3 

surrendering to the Provinces the whole of the revenues under heads which are now 
divided.* So the Government of India agreed to these suggestions and laid down 
rules for the conversion of the fixed cash assignments into shares of revenues.*)* 



The question of Specific Additional Grants, which aroused s o much acri ¬ 
mo nious criticism at the hands of provincial Governments before the Decentra¬ 
lisation Commission, originally arose because the Imperial Government insisted 
upon a scale of development bv the provinces which would have been inconsisten t, 
w ith the limited resources of Provincial Governments. The government of 
Lord Curzon had, contemporaneously with the settlements with the Provinces, 
chaulked out a grand programme of Police and Education reform and Agricul¬ 
tural efficiency, which required considerably more outlay than had been allowed 
for in the Settlements. As the Central Government wore not prepared to upset 
their newly concluded settlements, the only means of accomplishing the projected 
reforms was to grant additional sums to the several provinces for specific pur- 
poses. In course of time this expedient came to be generally adopted by. the 
Imperial Government whenever they had a sudden unexpected surplus, which 
they did not want for their own purposes, and would not use for the reduction of 


debt or remission of taxation. But whether the specific grant was made to carry 
out a specially pet project of the Imperial Government, or to admit the provinces 
jnto a share of unexpected prosperity, the Central Government always prescribed 
the objects for which alone the grant was to be used. “ Tant pis ” if -the Local 
Ouw, nnicuts cou ] c | not sco eve to eye with the ImperialGovernment as regards the 
importance of t J )e object they selected to assist. Since the Provincial Governments 
had, normally, no ,'l a j m to such extra resources placed at their disposal 
by the bounty of the Imperial Government, the latter thought themselves 
justified in dictating the purpose to which alone the grant should be devoted 
But this was regarded by the Provincial Governments as inducing an unneces¬ 
sary amount of interference from above into local affairs, which thev resente,1 
all the more as they had no voice in determining the exact amount it received 
from these grants. The only justification that the Imperial Government could ad¬ 
vance was that new lines of policy were often pressed upon them by public opinion 
or by example of the jnore advanced provinces, which it became necessary for 
the Supreme Government to commend to their provincial subordinates* and as 
the latter cannot carry out these sudden developments from their ordinary 
resources the “ 8 y stem_ of_ doles ’/...be comes inevitable The only wav to 



the Major Irrigation works ) and j iu Burma. See theB'SloVS^Kr^i! 
t The conditions laid down were:— 

only : J iXed M?i « n,nc,ua shouW he ^placed by a .hare of growing revenue in the following cimu*taoJ 

; an’r th# WrcMenti “ rovenue ihp 

of Browing of th. MOffMry «Wum 
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ivoid ill feeling was to accept the recommendations of the Decentralisation 
commission. : — 

(1) The system should not involve any greater degree of interference by the 

central with the Local Government than at present exists. 

(2) ~The grants should be given with due rogard to the wishes of the Pro- 

vincial authorities. 

( 3 ) "piiey should not necessarily be assigned for the same object in all the 

provinces. * 

The objection on the score of inter provincial inequalities was admitted; 
but could notbe remedied, by the Imperial Government. The fact that at the time 
of making the Quasi-Permanent Settlements some provinces were more backward 
than the others ; the fact that in the past some provinces had received better treat¬ 
ment and consequently established a higher scale of expenditure, all showed the 
historical origin of the system. Tho_ inequ alities , if a n y, were the result, of th e 
peculiar trend of development —rather— tha n—of—ar^— adr uinistrativc partiali ty. 

✓Besides there was no satisfactory test of determining equality of treatment in the 
various settlements. Th ercvisions , moreover, in the past, had favoured even ¬ 
t ime the weal f> r ^nvernments and flius establJs hMuiJ^ll^t among them, 

''Taking the administrative equipment as a whole the Government of India found 
it impos ible to believe that inequality in settlements had gone far enough to 
starve one province i n its necessities in order to load another with luxuries ; and 
they considered it entirely unnecessary in seeking a basis for permanency, to 
make any radical alterations in the existing settlements which have been evolved 
by the slow process of years. J, f 


<SL 


/As regards the Powers of Taxation and Borrowing claimed by the Provincial 
Government, it must be admitted that " b h<"it: t he liberty to tax their local citize ns 
Pro vinces cannot always meet the disprepanci li^ta ^in Revenues pend iture 

wit hout- depen ding on the Imperial G py_enjjri £ufr fn c-aid. Well might they urge 
that for a coumry like India the Imperial Government could command very few 
taxes which would be suitable for all parts of the country equally ; and even when 
they were., their incidence must necessarily diifer in different provinces. Xho 
liberty, if given to the Provinces, to tax their own subjects will go a long way to 
coiu m iimqalities in i|„, t, lx i >ur dens which the common taxes of the Central 




lu < 


connection with tile «* yws,. , . . ~ I T~ “ 

( 1 \) The JJote* Uiould n ..# ( i ol f 8 tin- Bombay government had suggested that:— 

rehnpu.^d it the Provim ial ..i n ! n!l ut ^tciul Imperial taxation remitted to an'equal amount, to he 
.... T'"' needed extra fund*. A< there. was no immediate |>roa$«c* » 

<>;: of Dolffl „ Siro'nf fflT"' .. 

mentthought CTiIh pointcoveredhvthl.il. ,\ ., "*7.— A 

?(•) T.ntire rlixeretion 1, regarding the fixed AjcMsuimont)*. . # these 

; The StiilrHTiiM i vninn T u> the l'rOViu. 1,,1 <iovcrm.im.es an 1-.1 tin* 

grant'’* 1 lie o unrein 5 ovcrnnieiit ’ cunlil n.,f nditiii 11, n . niiilux incut of :<liOUId ... 

rates instances, be left to thy discretion of the Local <.Gvcrui*.*nt which rc«elvv.s it. While thc.v could 
readily agree to abstain iron* critical Inquiry ir»h» the Object t«> winch .< dide i« applied, they 


erninciit did not consider this suggestion. . rn . 

venue be grunted to the Province* The Imperial Oo\ o 


^_ _ w -_, _ held that 

the cases in which it would lie necessary to specify Mu? gonornl purno/je** of the a .-ignment would he the 
polo rather than the exception. When, fdnx ample. ‘^msikrabl<‘4i.icrifH es have l»eon incurred in order to 
iHtL lor education they coidd not contemplate with equanimity it* expend Ilia upon hospitals or 

bridges- Resolution on Provincial Finance, 18th May. JiU* para 0 - 

' > Ibid. pm 7 . • .. 
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Government must necessarily involve. There has been justification in the past 
when Local Government did enjoy powers of local taxation within certain limits 
for objects of local improvement. The old Provincial Rates, which have now 
ceased to exist, were abolished, not because they A\*ere remnants of Provincial 
taxation, but because in conformity with their general policy of relieving Land 
of all miscellaneous burdens, Government had decreed their abolition. On the other 

hand there Avould be grave danger in COnceeding the right to tax to the Provinces as 

« 

it might quite possibly stimulate unwelcome provincial rivalries ending in fatal 
jealousies. So long as the Government remains constitutionally an autocracy, 
it would be politically enexpedient to grant these powers to irresponsible bodies 
of bureaucrats. The. existing control by the Government of India is the only 
safeguard against an unjustifiable increase in the burdens of the people v Until 
therefore, the advent of responsible institutions, there Avas nothing to be gained 
by a relaxation of existing statutory authority of the Supreme Government; and 
accordingly the Decentralisation Commission suggested no change,* The 
powers of borrowing, if conceded to the Local Governments, Avere felt to be aj 
menace to the success of Imperial Loans, as they both had the same market to’ 
tap. If the Provincial Governments needed extra funds for projects of great local 
utility, the Imperial Government were prepared to grant them overdrafts— 
temporary loans from their own balances. But access to the open market for 
purposes of local borrowing they refused altogether. 


1 ndei V1 11 1emenmade after l OIj jvere decl ared to ho 

nent. The governing condition a\us that a Local Government must not budget for 
a_delicit, unlese it can uatjsfy t ho J iihk'ii.iI Government, tlmt, >!.<■ eveess nf 

tu r. n. due to a ■pecM = ^n rr i „ g If i 0 , 0 l T „ a reduction 

° 1 Mvmoul Wane.,, •mfcble aroegement, mmt ba mad8 bri ^ 
the prescribed minimum. If all the'balance of a T™„i n 7 . 

ed and an overdraft made upon the general balances, the overdraft is treated as 
a temporary loan subject to interest at a prescribed rate, and repayable in instal¬ 
ments that the Supreme Government may direct. In future the interference of the 
Gov ernment of India would be restricted to the corrections in ^ t | 

th e totals of revenue and expenditure. The extraordinary Receipts of a Pr 

vfneial Government must not be applied to ordinary evnendit»..« , , 

f i f ,. , . H^wiuute, or to the repav- 

ment ol a loan for extraordmav purposes, but only to «imi, . . 

or \v i *, i ,n , ' hUci non-recumng objects 

or i ublic Works ag. the Local Government may determiw, • , , 

Of their council 1,framing the i-tovioci.1 Budget the atjfcutf 

ment. of Iudii must be drawn to the existence.of such alodial it , , 

made of them. * ? maI ltems and the uae 


".nSLL 1 P , SUChn SySt ° m thC> ' COni,ider ,h “' useful «*'" 

, t prn, "‘ r s ' 0J,e <* »° the criUrU which it should satisfy 

“ autonomy lor the provinces, it and wlinu it 
Resolution oi May 18, lOiu, pm . x t. 


i arise#, roust catty with It tlje power of taxation. 
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CX. THE EXISTING SYSTEM. 



We may now examine the salient details of the system as it works to-day. 
The following table shows the distribution of Provincial and Imperial Revenues. 
These figures are taken from the Budget of 1919-20. They show that the total 

Provincial Revenues are about 30 p. c. 


Head of Revenue. 


Land Revenue 

Opium 

Bait 

Stamps ., 
Excise 

I*rov. Rates .. 

Customs 

income Tax . . 

VorestB 

Registration 

Tributes 

Interest 

Post and Tel. 

Mint 

Mint 

Courts 

Jails .. 

Policy 

Porta 

Education 

Medical 

Sanitation 

Agriculture 

Scientific 

Superan- nuation 

Stationery 

Exchange 

Miscellaneous 

State Ry*. 

Subsidised Rya. 

Irrigation 

Pub. Works . . 

\{ill Recpt. . . 


Provincial 

Share- 

£. 

11,659,100 


2,984,700 

8,770,000 

34,500 

2,31*3 >800 
3,107,100 
560,700 

* 338,400 


' 415,300 
329.100 
12*2,400 
125,500 
316,900 
103,400 
22 000 
145 600 
217 900 
85 700 
an AAD 


20*2 800 
1300 


2 909 500 
259 000 


1 mpcrial 
Share. 

£. 

10,904,000 

3,050,200 

IbU^OO 

3,362.700 

13,352,400 

11.207,700 

185,700 

7,500 

013,300 

3,209,000 

5,710,800 

1.303.200 

1.303.200 
21,000 


7,600 
1,400 
11,100 
10,500 
8,100 
138 200 
44,000 

1 000,700 
909,500 

21 220,600 
151,000 

2 589,100 

63,000 
1 587,300 


Total .. 36 905 400 86 225 400 


of the Total, or 43 p. c. of the share of 
the Imperial Revenues. T he heads whic h j 
ar e wholly Imperial are Opium, Salt 
Customs, Tributes, Post, Mint, Ex¬ 
change and Mil itary Receipt s. R ailwa ys 
a re also largely Imper ial. ✓Civil Depart¬ 
mental Receipts and those from Public 
Works seem to be largely Provincial. 
The Divi ded Head s are Land Revenue 3 
Stamps, Excise, Inc ome Ta x. Forests 
Reg istration and Irriga tion, as also the 
Miscellaneous civil Receipts. Out of 
the total principal heads of Revenue the 
provinces get £29,490,500, while the 
Imperial Government gets £49,806,300. 

In the total the Provinces also get a 
01 a nt of £ 1 , 818,700 from the Imperial 
Ralances. On the side of the Expen¬ 


diture. the figures are 

1. Direct demands on Revenue 

2. Interest. 

3. Posts & Telegraphs 

.4. Mint . 

5 . Civil Departments .. ■ 

0 . Miscellaneous Civ. Charges 

7. Famine Relief 

8. Railways .. 

9. Irrigation .. 

in Army . 


Provincial 

Imperial. 

£. 

£. 

7,459,300 

3,834,100 

316,500 

7,447,700 

.. 

4,580,200 

, . 

284,500 

19,664,700 

4,671,700 

2,882,700 

3,233,000 

283,700 

1,218,700 

800 

14,468,100 

2,227,700 

1,847,700 

.. 

42,782,300 


Of the total Expenditure of £123,964,000, the Provinces bear £38,606,700 
or 31 % including 66 % in the collection charges and other Direct demands on 
Revenue, 774 p. c. of the Civil Departmental charges, 47 p. c. of the Miscellaneous 
Civil Charges 19. p. c. of the Famine Relief charges and 86 p. < of the Civ 
R Hiding and Roads charges. The Imperial Government bears all the charges for 
/ Amy the Debt, the Communications and a small proportion of the charges 

of the general civil adminsitration, 
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THE FOLLOWING TABLE GIVES DETAILS BY PROVINCES. 


Provinee 

Opening 

Revenue. 

Expenditure 

Closing 


Balances. 

Rs. 

Revenues 

Rs. 

Special 

Grant. 

Rs. 

Rs. 

Balance. 

Rs. 


1,96,54,400 

8,51,18,000 

34,50,000 

9,60,68,000 

1,21;59,000 

Bombay 

4,61,26,000 

10,10,97,000 • 

27,30,000 

10,36,55,000 

4,62,98,000 

Bengal 

3,66,02,000 

6,78.14,000 

48,69,000 

7,70,62,000 

3,22,23,000 

United 
Provinces.. 

2,58,66,000 

7,81.86.000 

29,17,000 

8:53,56,000 

2,16,13,OCR) 

Punjab 

2.23,35,000 

5,70,95.000 

17,55,000 

6,02,28,000 

2,09,57,000 

Burma 

1,42,54,000 

6,24,56,000 

14,44,000 

6,63,50,000 

1,18,04,000 

Bihar and 
Orisa 

1,45,04,000 

3,25,89,000 

20,99,000 

3,76,52,000 

1,15,40,000 

Central 

Provinces 

1,29,04,000 

3,21,07,000 

12,24,000 

3.50,98,000 

1,11,37,000 

Assam 

39,25,000 

1,68,83,000 

6,48,000 

1,76,31,000 

38,25,000 

Total .. 

•19,61,75,000 

53,33,45,000 

2,11.36,000 

57,91,00,000 

17,15,56,000 


THE NEXT TABLE SHOWS 

, THE GROWTH 

IN PROVINCIAL 

REVENUES AND CHARGES DURING THE LAST 20 YEARS. 

Y ear 4 # # , Revenues Expenditure 

Rs. Rs. 

1899-OU 


.. 22,55,32,733 

22,22,31,058 

1900-01 

♦ . 

.. 23,49,26,706 

23,18,90,025 

1901-02 

• • 

25,10,95,497 

24,86,47,449 

1902-03 

• • 

24,87,50,983 

24,31,11,032 

26,94,31,673 

1903-04 


• • 27,42,84,849 

1904-5 

• . 

26,02,66,420 

25,58,8,6,290 

1905-6 

\ 1 • . 

.. 28,59,34,827 

27,42,91,517 

1906-7 


32,51,62,119 

31,46,58,685 

1907-8 


32,76,15,794 

34,29,33,578 

1908-9 


36,25,78,569 

37*25,88,708 

1909-10 - .. 

. , 

37,60,81,158 

36.26,70,625 

1910-11 

, . 

.. 40,28,26,688 

37,34,08,657 

1911-12 

• • 

. • 42,89,58,927 

41,44,22,673 

1912-13'' .. 

* • 

• • 49,85,11,026 

43,08,00,270 

1913-14 


46,48,36468 

46,90,80,061 

1914-15 


.. 45,58,30,312 

48,86,82,595 

1915-16 


46,61,07,363 

46,41,43,270 

1916-17 


48,54,46,240 

44,94,86,707 

1917-18 

, « 

.. 50,28,76,687 

47,19.90,863 

R. E. J 918* 19 


53,89,00,000 

52,27,96,000 

B B 19X9 20 


55,44,81,000 

57,91.00,000 

y 









CXI. BUDGETARY PROCEDURE IN PROVINCIAL FINANCE. 

Those who believe the existing system of Provincial Finance a vindication of 
their idea of regarding the financial administration as being based, or which should 
be criticised, on the principles governing federal Finance, find a degree of support 
in the Bridge practice adopted in the Provincial Legislative Councils. Prior to the 
Act of 1919 , though there was a non-official majority in the: existing .Provincial 
Council, they could no more pass or reject the budget than the bupreme Legislative 
council. The budget is placed before the Provincial Council as before the Impe¬ 
rial Council with a view to afford an opportunity of expressing their views; and as 
the facilities for discussion are provided at an early state, the government of 
the Province may, if it thinks proper, adopt any of the recommendations of 
their council. To suggest is the privilege of the council ; to carry out is within 
the discretion of the Government. On these lines the Budget procedure is framed 
in four stages as regards the Provincial Government-and their council. 


The 1st stage commences by a rough draft of the provincial estimates, prepared 
by the Jocal government, and including in it all projects involving an expenditure 
of over 6,000 rupees. All these projects ard given iri a schedule; appended to the 
estimates and divided into two parts, the first containing those items which must 
be carried out because they have already been taken m hand, or because they 
have betm ordered by the Government.of India or the Secretary of State to be 
completed, and the second containing items n°t s0 car-marked. 1 his draft Ludget 
is then submitted to the Government of India in December. The latter correct the 
estimate of'the Revenue with regard to any special grant they may be making to 
the Province. In consultation with the Provincial Government they also determine 
the aggregate expenditure for which tin* Provincial resources must provide. The 
Government of India can. wihile the Draff Budget is before them for consideration, 
alter or add to the items in the first part <>f the schedule. When their work is 
over they communicate the figures about the altered revenues and expenditure 
to the Provincial Government, which terminates the first Stage of the Provincial 
Budget. 

With the second stage commences the role of the Provincial council, the 
Local Government, submits to the Finance Committee of their council, consisting 
0 f from 6 to 12 members, half-officials and half non-official, * the draft 
financial statement when returned by the Government of India. The committee 
deals with the second part of the schedule. It is bound to keep to the total 
expenditure • fixed by the Government, of India, but within that limit tko 
Committee can make variations and even insert new items occasionally, lhe 
roceedings of the Committee are private and informal, though discussion is free, 
j Routed points decided by majority of votes” On the conclusions of its 
labours the committee reports to the Local Government such changes a s they h ave 

nominated by Government the nou-ofllcials elected by their fellota. 





inaiie, and the latter, after considering the changes and including any variations 
in their previous estimates of revenue and expenditure, inform the Government 
of India of the changes to be incorporated in the total Budget for the whole of 
India. This ends the second stage. 

The third stage begins by the presentation of the total estimates to the whole 
council. The Supreme Government do not, as a rule, alter the figure of expendi¬ 
ture, unless they are obliged to order a general reduction of expenditure. The 
revenue figure, however, may be brought upto date, and any alteration in taxation 
is given effect to. The figures, as finally revised, are incorporated into the total 
Budget, and communicated to the Provincial Government. They print the 
budget, convene the council, and introduce it there with a speech from the member 
in charge of the Finances. The council discusses it in a committee of the whole 
taking the figures bv groups and moving resolutions as in the Imperial council; 
When all resolutions have been debated and voted upon, the result is reported to 
the Local Government, who, however, are not bound to accept those recommen¬ 
dations. This terminates the third stage. 


During the fourth and the final stage very little interest remains iu the pro. 
ccedings. The Budget is presented in the final form to t lie whole council, an< : 
members* pronounce funeral orations on their pet schemes not accepted bv Govern- 
raise a chorus of congratulations if they have been successful. 

CXU * THC new reforms and decentralisation of finance. 

1 lufina | n the evolution of the decentralisation of In 

re ac i c * Jjj *-■-n glitm [ocaLH^forms submitted by the Seeretarv o 
bt&teand the Vicerovin J918,and fnlWi /T~ ^ T*-:- 

.BdllgLL /olfe wfag “r°”, WO f d 0Ut ^ «* * 

cntLlv different **«“• «“*> 

oHW.a„(fc Cent,., Givem„e,« P bd., ’ "TT if" * ~ 

- —;-r-—-in nil Jt-s strength and ore 

b - v «”*** a 

as 1 Jll by Lord Harding s Government in the celebrated Delhi i 

i -t . i ii, . 1 uispateh, seems t 

have—it not been abandoned—tveakned perceptibly, and its_pl aee . taken bv th 

nejv_^al of ProvineialJUitonomy. ^Asfiganq^is ^h«gc SX gt fi ^K'"jSh 7 f’Ue: 
ponsibh* Government, it is no surprise to find that almost evow l j r 
which at all prof port the growth of Kesponsihlp * ia ■— C i 

to. '1 Hi*- 

a .operation «tUe^boli,ion .,1 for 8UC 

«ad all the attendant 

interference entire part of the Government of Indi. *™*>* *»'»* 

...... _______ uia > l ©okuig to the needs of mo; 
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argument, that the inevitable precariousness of the 
most important heads of revenues is very considerably neutralised by spreading 
the risks over the different provinces under the system of divided heads, was not 
considered sufficiently strong by the authors of the Report to upset their whole 
scheme. ''Of the most important divided heads, Land Revenue, Stamps, Excise, 
Income Tax, and Irrigation, the Reforms proposal's make Land Revenue* Judicial 
Stamps, Esxcise and Irrigation works wholly provincial, leaving General Stamps 
and Income Tax to be wholly Imperial, f Famine. Expenditure t was to be 
charged on the Provinces, each province, liable to famine, being required to make 
allowance for this item on the basis of its past liability. The amount thus set 
aside must not be spent on ordinary purpses, hut may be used to swell the balances 
or for some defensive purpose. If the distress should be too great for provincial 
resources, the Government of India may intervene; but their aid should take the 
form of a loan, permanent or temporary, according to the needs the moment. § 



ackward provinces &c. The 


^If these proposals were adopted, the Government of India would be faced 
with a deficit, and the Report decided to meet the deficit by fixed contribut ions 
fr om the Provin ces.” On the basis of the Budget figures for 1917—18 
the"Report^ calculated that after all the divided heads were abolished, and 
provision made for Irrigation and Famine expenditure in the Provincial 
Budget, the Provincial Surplus would be Its. 15.64 .crores, while the Impenal 
deficit would be Rs. 13.63 crores. “We would propose to assess the contribution 
from each province to the Government of India as percentage of the difference 
.between the gross Provincial Revenue and the gross provincial expenditure” H 


* The Heston Committee on Financial delations ha* allowed the general stamps Beve™*to b« ako 
roviucialised, leaving Income Tax to he an entirely lmper** 1 head—In the final i? J: exceed 

[MJ ut of India has conceded to the Bombay Presidency the Income 1« receipteto aofar as they wccoe 
he standard Collection of 1919-20 in that head. The entire scheme of financial relations now obtaining 

fits “ 1 ^^°o^h e oLM(| t Ec«mie* ItVanine anlfxrriBaUon 


J&L important, part i n district administration. The 


ivhipH hnndinre not regarded as merely a financial ex pend lent 
v TifiUs of £ oJn £ l beIjlntI the Provincial Governments 

*>*203 Ibid. , . , 


JSxpenditure on the xiv*ywTtixnucuwj. me 
of Land Revenue being provincialised since it plays such an ind )0r 
Report adds " But it is just because divided * 
but arc and so long as they service wdli 

1 or professional complement of 
\ theiormer means giving those pro* 

. mu uiat to provincialise tne nt .,« e ove a province like Bombay"' But 

vine.*; whf^c wealth is predominantly agricultural an IntJ” 1 ndalising^ucome Tax for the suke of uniformity 
author* of tlie Report saw the inconveniences oi P r< J vi “ registered in one province and earning their 

tllC n0t * n< hvlduaf items of revenue- 

J* 

oftUe'va.&nl'ln Income ,1‘iViVn i r“‘. , ,‘V" r ‘ I ro, - .', manprlt’setticn^ent''^in^'onie aVeas e “tcreotypedacalotf 

iLuSSPnSS^SSJrS^ri wh,e Jf “•& WvSSEStot ttfmFtany theoretic calculations on which ans 
uniform conir muon irom the provinces could in. i,nc:«a,i ” nnrn ona 

4 The following table, given in the .Report r ir i mnnnt that the different provinces 

would have to contribute if the principle given ah™, 

Gross 

// 4 Revenue. 


Madras 
Bombay 
Bengal.. 

Pud jab 
Burma.. . 
Bihar <fc Onsa 
c . p. .. 
Assam 

Coutd- to Dost p£8 c# 


Rs. 

13,31 

JU,<»1 

7,r»4 

11,22 

8.61 

7,69 

4,04 

1,12 

1,71 


c were accepted:— ' 

Contribu¬ 


Gross 

Groes 

—- 

Expendi¬ 

Surplus 

tion. 


ture. 

Rs. 

Rs 

Rs. 

Rs. 

8.40 

4,91 

4.28 

03 

9.00 

3.01 

88 

13 

(5,75 

79 

69 

DO 

7,47 

0,76 

3,27 

48 

0.14 

X oO 

2,18 

32 

'M8 

1,01 

1,40 

21 

3,fi9 

40 

39 

0 

3,71 

41 

36 

B 

|l,o0 

21 

18 

8 
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This manner of obtaining contributions is open to severe objections in that 
it makes the contributions of the different provinces so utterly unequal. It is true 
that such a system is the one already in existence, though in a hea\ ily disguised 
form ; but that would be no answer to the plea that a responsible Government 
should tiy r to pay its way in the first place. The authors of the Report recog¬ 
nised the weakness of their position in this respect, and promised a more detailed 
consideration by the first Statutory Commission. The Government of India have 
since suggested that the first contributions be- declared to be only provincial, 
pending the evolution of the standard, equitable contributions.* 


In consonance with the general scheme of the Reforms, the Report concede s 
the right of taxat ion to the Provinces, asjvell as the powerof bo rrowing. With 
the province made independent of the Government of India/the latter cannot be 
saddled with financial solvency of the provinces. If the schemes of Provincial 
development are hot to be stifled for want of funds, the power of additional taxa¬ 
tion is a necessary corrollary. But that provinc ial taxation may not conflic t 
wi th Imperial taxatio n, it would be necessary to form a schedule specifying on 
what objects the provincial authority may tax, and on what others tbe supreme 
Government may tax. The Report gives a certain number of reserved subjects 
tor taxation to the Provinces, and makes the Government of India a sort 
of a rt-i,i uary legatee in this matter.f Within the scheduled list, the Provinces 
should be free to t. lx - subject to a veto on the part of the Government of India, 
to whom, therefore the proposal would have to be forwarded in sufficient 
time to sec if it trenches upon thier own preserves. Outside the listed subjects 
too, the provinces may tax, provided they obtain the previous sanc¬ 
tion of the Government of India. "But this sanction would be withheld only 
if the proposal trespassed on Indian heads of revenue'to au undue extent ; or if 
the tax was a new one, and the Central Government itself contemplated imposing 
it as an all India tax; or, if the proposals were, in the opinion of (he Government 
of India, likely to lead to undesirable consequences which would affect its own res¬ 
ponsibility ”X The borrowing powers are proposed to be given under much more 
stringent conditions. It is, of course, impossible altogether to deny these powers, 
particularly when the proposals impose the burden of Irrigation and Famine 
charges upon the provincial Governments; but the report requires the powers of 


Coutd. from previous page. 
N. B. * 


The figures are in Lakhs oi rupees the last column «linu- a , , .... 

Province. th « net surplus still remaining to 1 lio 

On tills the Government of India in their Aral iteport Dimutct, as, , 
however. Its equity is obviously liable to attack. From Madras i!2?S n look at the result 



can say 'with assurance at- presentistiiat we cannot’ justify* theltcrmaiieaV’^* 8 la i ,ron > e , asy- ,. A ? thtttWe 
posed in the Report, and that, after full inquiry, a standard wale shouldh !. c,e ntion ot the criterion pros 
t Commenting on this proposal of scheduling certain subjects (or i,S'„ r „ ,,, , , 

Provincial Governments, the Government of India observes, in the Reform ViJ \ i r e uuui ' , l l 
;• We suggest that in that category t here may t ,.W succKfe 

nient n toriv n Ji Unii * mSIk 66 luiverthminum.^amiisenuMitA ami HpeviticU luxuries , and gem -qllv nn% tuppC- 
tSlJ&S Ea'SKS which arc* already provincial such as land resaea higher courttees, ineren vd rlmou* '*"* r ‘ «** 
M ^ aFtlcW 0n Whl0b the regulated with iViercu . t\w UiM 

♦ Ueport on Indian Constitutional Beforws. para. CIO. • 
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borrowing to be ordinarily exercised through the Government of India, and the 
distribution of the monies thus raised to be made by the Government of India 
or,by a committee consisting of representatives of Provincial as well m Central 
Governments. It is only when this course is considered to be inadequate for the 
needs of a province, which, nevertheless, hopes to influence the money market by 
a direct appeal, that a province is allowed access to the money market. Even 
then it must obtain the approval of the Government of India for the terms of 
the Loan and the rate of interest, and observe certain prescribed rules,* 

The final touch of financial autonomy of the provinces is provided by the 
suggestion that the balances of the Provincial Governments be no longer under 
the rigid control of the Government of India, and that the existing rules about 
minimum balances, deficit budgets and the like be abrogated. The Government 
of India have so far provided the fund from which the Local Governments may 
make Loans. These Provincial Loan. Accounts should be removed to the 
sphere of provincial governments. T he Government of India should be paid the 
balances due to them from the various provinces or the debt funded and interest- 
paid thereon. The oidy control, if it can be so-called, of the Government of India 
in the matter of balances in the future would be as regards the accumulation of 
Famine assignments of the Provinces, or the further drain upon their balances bv 
the Provinces. This last is only a control by way of previous intimation so that 
the Government of India might know what to expect in the event of some grave 
all India emergency like a War. 


CXHI. LIMITS OF FINANCIAL AUTONOMY. CRITICISM OF THE 
suggestions IN THE reform PROPOSALS. 

These suggestions, if and when they materialise, would accomplish a revolu¬ 
tion in our financial organisation, which for the last twenty years has in one 
form or another been consistently pressed upon the Government of India by the 
Spokesmen of Indian public opinion. The subjects that had been made over to 
the provincial Governments from the earliest times were of the utmost importance 
to the country. The first instalment of decentralisation was made as observed 
already, With a view tb secure the convenience of the central Government . But it 
was soon perceived that so long as Provincial Finance remained subordinate to the 
■- ru '“* preoccupations of the Imperial Government—whether it was. War, Famine 
<» -'ll, emergency- the material development of the couutry could not 
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proceed at a rate tliatmay be desired. The removal of the Imperial oontrol- 
the reduction of the occasions of Imperial interference-thus became the one 
demand in which the people as well as the Governments became increasingly 
interested 'flnd united. On the other hand political awakening began to support 
the same demands, though for different reasons. The far sighted practical 
politician could not but realise that, in the nature of things, the gradual admission 
of the Indian people to an effective share in the government of the country 
would come more easily in the narrower sphere of the Local Governments, which* 
however,from the point of view of the welfare of the people was far more important 
than the Central Government. The latter, concerned with Imperial, international 
and inter-provincial obligations, would necessarily continue to be under external 
control or influence, far longer than the provincial governments. These •'overn- 
ments, too, could be influenced or controlled by the representatives of the people, 
much more effectively than the Central Government, where, owing to external 
control, or iutcrprovincial rivalries, or racial jealousies the popular element may 
quite conceivably remain at a disadvantage for a long time. But that this control 
may prove effective the power of the purse is indispensable, ami hence the almost 
unanimous demand for a financial autonomy to the provinces. 


Fhe system outlined above has some unavoidable limitations. Coder if the pro¬ 
vinces do not become independent states, or even strong members of a federation 
The Government of India would still retain the most important factors of material 
development; Railways and Post Office, Customs and Currency into its own exclu¬ 
sive control. They still continue to retain their power of 'veto on, and ip some 
cases of previous sanction to. proposals of provincial taxation and borrowing 
They remain the residuary legatee of all unspecified sources of taxation 
and may demand additional contributions from the Provinces i ] ' 

war which may be none of the seeking of the Provinces_ w j j j of a 

opposed to provincial opinion. These are serious limitations t^d'veT in !* 
If the most serious cause foi- inter-provincial jealousies is to bo a • ’ tf '. 
development of Indian industries by fiscal aid is to he acc0l >. '° K • lf the 

and life Customs policy must be in the hands of the Governs ^ s 

..... ,. c ,, /n , no lit ol hkha. If the 

international prestige of the Government of India k , 

• I , , . > ' i , , , 101 t6 be weabned, tlie 

right to declare war and make peace must also be 

a r a i r i • . ,, to the Imperial Govern¬ 
ment of India, though one of the inevitab e r 

rte hands of „,e Government „f Illdia , Tlll , ' * ' 1 ^ f *> « 

m y be depored but is inevitable. 

■ 1 * 

But ft. g«v« defect in „„r opinion, i» the ^ u ^ , 

posal for provincial eont„b„t.o M to meet „ Imperie, deffeir ' We entor J of 

the utmost peril to make the ImperiaUloverpmcnt . p„„ siu „,, th , . 

V r " t0get 161 ‘ rom tke administrative difficulties of fixing an equal, or, ufc any 
Wtanf,ard or contribution, which is by no means an insi^nifi 
l ° ty ’ - WC th,nk the dependence of the Central Government on the Pro- 
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vinces, for contributions—which, the provinces will naturally consider, are de¬ 
manded for wasteful purposes-is the surest way of bringing the Central Govern¬ 
ment into disfavour and discredit. We are not considering here the purely 

bureaucratic idea ofa strong Central Government for repressive purposes, or 

jingoiat. objects, or class interests. We regard the „cces,,ty of. strong 

Central Government as of the first importance because 1ml,. mil have to 

undertake in future great projects of Social Reform, which m the provme.al 

. , . defeated by vested interests or strong sectarian 

legislatures may be cieteareu .y . . 

. ... . „ atrn „„ Central Government acting independently can 

prejudices; which only a strong Lenuai .... 

carrv out. Take the case of a comprehensive scheme of Labour legislation; 
housing of the workmen; provision for their pensions in old age; insurance n 
sickness 0 , disability; minimum or standard wages. It ,s not entirely beyond the 
bounds of possibility that the strong milncnc. of the employing classes 
in provinces like Bombay or Bengal may obstruct such legislation ,0 f.r as It 
seeks to make the employer bear hi. fair sh.re o the burden and not throw It 
on the general lax-payer, or defeat the proposal altogether. The combined 
common fisnse of the central council may be expected to neutralise the 

“Zc. o “nea. vested interests if only the Central Government - » . 
influence o . , T1 a eain there is the question of backward 

Position to ttke action d^eetly. Jbe-»*“• „ np , e aJt. We cannot allow 
provinces. W. cannot ignor th fact hmt c ,, 

important blocks of the to depend 

SfZ"'— 4 m^notJa long time be abie .0 

provide for the local subjects all the facilities that go to male " P 

liio. \Ve do not believe that absolute uniformity of conditions lh at ai > 

even desirable; but, we must insist on a certain minimum standard, be ow iv ic 
we cannot, in the national interest, allow any province to fall, and upto n ic 1 cer 
tain provinces may not come of their own resources. We would not, on any ac 

count, restore the mischievous system of Imperial doles, thoug we aie ^ . , 
r e that they are (1 uite without their uses. We would require the Imperial 
Government to be able to provide this bare minimum off their own a , * e S 
of provincial ability in the matter. And this de^nd ta cquilibri- 

«*** isi i t t 

case of Provincial Governments, the system of contributions will be worse or 
Imperial Government The former 1 ,ad at least the ]**»*-> t at wWer 
the dole was granted it was for some specific subject of local bene • 
will unavoidably appear in the provincial eves so much waste. se_ u 1 


^reBervp esc Miveiy io u o ^ ^trlalirt. to bua l*^ M f i? d p. dasS, b£d they given dovern- 
Mentca«edui|cn ‘he v e j t j,, H w provide ho«Mw:» for tto ' values on rates, or 

Pr they, touni at low. of Interest and taxed tncrusadttn mnTj> 


atlow 5*.lo*barest an,' tu^be® ft <*00* 

incut aid or stamps on JpeculaM\etra^rtton,tMficiie : Aa f, ; s tht aoan( jala likely to remit 

Qovern^nt. and rauen more ^acceptable to^Uie^P„ ores by a'^nglede^mmt vested with 


or “‘i'V^tSa Government and imi'-li more *t c 5 ® 5 lv»or t fl^en > croM» l>y a single department vested with 
•»*«*' ‘o“cat JSSontrolled expenditure o. twe o >r 1 Kte “ the d s al |y press though the S*. 

eS^nilwry nhndde- ..‘ "in >“> lik0 wh0D t!ie IJw » rtment ba “ 


it win b. like when the Department m, 
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is desirable for the provinces, it is in our opinion still more desirable for the 
imperial Government, which is to be responsible for the national credit of India 
in the future and the national debt of India of the past; which is charged 
with national defence and entrusted with the task of national improvement 
in such important direction as transport, currency, communications &c. which 
will be the mouthpiece of India in the council of the empire, in the court of the 
League of Nations. 


The system of contributions is bad, but we are by no means convinced 
that it is indispensable. Assuming that all the changes in revenue and Expendi¬ 
ture heads were carried out as proposed by the Reforms, the following tables 
would represent, in round terms, the Imperial and Provincial Revenues and 
expenditure on the basis of the figures of 1919-20. 



Imperial Revenues. 

Rs. 

Imperial Expenditure. Rs. 


Heads of Revenue. 

Amount. 

Heads of Expenditure. 

Amount. 

1 . 

Opium 

5,00,00,000 

Revenue Collection .. 

5,00,00,000 

2 . 

Salt 

6 ,00,00,000 

Refunds 

1,50,00,000 

3. 

Customs 

20 ,00,00,000 

Intercast & Sink fund . 

1 2,00,00,00® 

4. 

Inc. Tex 

20 ,00,00,000 

Post & Tel. 

6,75,00,000 

6 . 

Stamps 

4,50,00,000 

Mint 

56,00,000 

6 . 

Post Office .. 

8,50,00,000 

Misc. Civ. Charges .. 

4,75,00,000 

7. 

Mint 

1 ,00,00,000 

Railway Inter. &c. .. 

22 ,00,00,000 

8 . 

Misc. Civ. Rec. 

3,50,00,000 

Army 

35,00,00,000 

9. 

State Rlys. .. 

32,00,00,000 

Civ. Adm. Charges of 

12,50,00,000 

10 . 

Mil. Rec. 

1,50,00,000 

the Govt, of India. 


11 , 

Interest 

5,00,00,000 



12 . 

Tributes .. ,; 

1 ,00,00,000 




Total 

1 ,11,00,00,000 

* Total .. 

1 ,00,00,00,000 


These figures show no ground for apprehension. We have, it is true taken 

the Income Tax Receipts as inclusive of the Excess Profits Tax and taken the 

Army charges at the pre-war basis. If we deduct Rs. 5 ci'ores from the Revenue 

side, and add Its. 10 crore on the side of the Expenditure there would be a deficit 

in round terms, of abouts 5 crores. If we add to thwfc thr> •, , 

, , dL necessary capital expendi¬ 
ture of say on an average Rs. 10 crores a year, the deti/vU • , r , ,. 

( . rnpoa „ „ . , . . , } * ■ deficit may increase to Rs. 15 

"7 T f I 1 " 6 ** " k ° ° f **“““* »%. ‘hat then is * loom 

. etrewtoent >».the.ann y expenditure, we could still suggest a number o) 

jc e\ied j tie ImpelialGovernment only—-which could more 

an meet- the deficit. A -Tobacco monopoly, coupled with the necessary change® 

in customs duties, and a tax on agricultural incomes and those of religious bodies 

may be^k ,ua ^ e U P deficit. A tax on the privilege to carry Anils 

-ept. iu Reserve, though perhaps it would be more suitable to the Previn- 





cial Government. The. development of the Post Office and the Railways are other 
sources of the requisite extra revenues, which may be tried, alonp with * he profits 
from a State Bank or Insurance Scheme, to meet this deficit, if it still remains 
uncovered. There is, in fact no need for Provincial contributions. * 

The Provincial table of Revenues and Expenditure under the proposed scheme 
would be as follows : — 


Rs. 


Land Revenue 
Stamps 
Excise 
Forests 

Registration .. 
Civ. Dept. Recpts. 
Misc. Civ. Recpts. 
Irrigation Rect. 
Civil Buildings 


34,00,00,000 

4,50,00,000 

Revenue Collection & 
Refunds 

10,00,(X),000 

18,00,00,000 

Civil Dept. 

.. 

40, oo, oo; ooo 

5,00,00,000 

Mis. Civ. Ch. .. 

.. 

4,50,00,000 

1 ,00,00,000 

Famine 

.. 

1,50,00,000 

3,00,00,000 

Irrigation 


6 ,00,00,000 

50,0(1,000 

Public Bldgs. 


8 ,00,00,000 

8,25,00,000 

50,00,000 

74,75,00,000 

* 


70,00,00,000 


This represents the existing scale. Assuming that the Provinces spend about 
Ks. 15 crores more on civil departments by way of increased provision for edu¬ 
ction, sanitation, Agricultural development, scientific Departments and another 
]> M 10 crores a year by way of capital outlay on Irrigation of Navigation works, 
purchase of agricultural indebtedness, improvements of porta &c. undertakings 
gn at housing scheme and provision for increased interest charge, we would find a 
deficit on provincial account of Rs. 20 a crores year. If the Provincial Governments 
impose substantial Registration fees on Marriage, introduce a scheme of Succession 
Duties, develop their Forest wealth on a large scale, tax objects of luxuries like 
Motor cars by way License Duty, and charge a fee on the right to carry arms, any 
one or more of these will make up the deficit. 


It must be noted that wc have made ho allowance for increased receipts fiotn 
public, properly, like Forests, or land, or Irrigation and navigation works. 
Our suggestions of entirely independent finance would no doubt involve at 
first additional taxation. But additional taxation is not invariably an evil. If 
only we could be sure that the proceeds would be employed exclusively oil pur¬ 
poses of national development,. wc should have no objection to suggesting a 
Budget of Rs. 225 to 250 crores on either side as, indeed, the foregoing suggestions 
would amount to. Emphasis on retrenchment is the child of distrust in the 
Spending authority, matured on the spectacle of wasteful public expenditure. 
\Ve do $ot deny the need for such emphasis in the conditions of modern finance; 
u ( > would only wish that a clue of proportion be observed in advocating one 

r t j ie other of the two means to seeuie ecpiilibrtum in public finance. 


be observed that* if Ihe Government of India fulfill-their announced Intention of gradu* 
r in t f not their deficit against any increase in the •*; ii ortinn on whjeh a province will he called 
to ccn?ributc from year to year, there will be net off a reduction in the total to be countHbyted, 
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In this critique of the scheme of Provincial Finance—as outlined bv the Reforms 
proposal —we have deliberately refrained from discussing the constitutional aspect. 
In the next chapter we have made a few brief remarks on some of the novel features 
of the proposals. Here we may draw attention to only one aspect which relates to the 
subject under discussion. The one tiling that has emphasized the need for financial 
independence is the belief that, without it, provincial autonomy would be a farce, 
and Responsible Government impossible. But the only real commencement of a 
truly responsible Government of India can be made when the Supreme Government 
is Indianised entirely. So long as the Supreme Government is outside Indian con¬ 
trol, it will tend to become a champion of class interests, a bulwark of absolutism. 
We who believe in an Indian nationality cannot advocate the abolition of the 
Central Government. But we cannot consider that we have made any reqi progress 
towards responsible democratic Government, so long as Indians do not control the. 
Imperial Government of India. To us the demand for Provincial autonomy in the 
past was acceptable only as the first step for preparing the people in the task of 
self-government. We welcome it to-day as good device for political education and 
administrative apprenticeship which the Indian people need. But we cannot be 
blind to the fact that our provinces, as they are, have no principle of unity in them; 
that too great a prominence to the idea of provincial autonomy must logically lead 
to further dismemberment, which would be economically ruinous and politically 
suicidal. The system of Provincial finance outlined above lias in it germs of 
intense provincial jealousies in the future. We would have none off it. It still 
leaves a very considerable measure of Indian revenues and expenditure beyond 
Indian control. We cannot consider it advantages to India. Without think¬ 
ing at all of any military rivalries with Japan or Russia, we must still have a 
strong Central Government to accomplish most economically the material regenera¬ 
tion of the country. If this reasoning is sound, we would have to undo .much 
that now appears as a move in the right direction. And nowhere we think 
will that tendency assert itself earlier, or more unmistakably, than in the 
region of' finance. 
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CHAPTER If 


- r4 - 

CXIV. MACHINERY OF CONTROL AND AUDIT OF 
ACCOUNTS. 

Financial organisation and control in the sense that it has been developed' in 
England, is conspicuously absent in this country. Our Government has, hitherto 
remained in form and in feeling an alien autocracy, which could not be made res¬ 
ponsible to the wishes of the people without endangering the supremacy of the 
foreign element. The expenditure of Indian Revenues, therefore, does not obey 
the wishes of those who pay for the public service, because so far there was no or¬ 
ganisation to form, express and enforce the real Indian opinion on the subject. 
At the time that the Government of the country was brought under the British 
Crown, i't was felt that the disappearance of the Company’s buffer-powerless as it 
had been in the past to prevent a misapplication of the Indian revenues— would 
leave the Indian tax payer entirely at the mercy of the absolute government estab¬ 
lished in the country ; and so’at that time precautions were adopted in the deed 
of transfer against any abuse of authority in matters financial to the prejudice 
of the Indian people. In Practice, however, these precautions, as is shown 
below have proved inadequate to prevent the evils they were meant to avoid, 
with the result that after sixty years of direct British rule, India still remains 
without any effective machinery for the control of its financial administrtion in the 
interests of her people. 


CXV. THE CONTROL OF THE BRITISH PARLIAMENT. 


Of the measures adopted for safe-guarding Indian interests, none was con¬ 
sidered to Lc so strong as the supreme control of the British Parliament. In parti 
cular, it had'been specifically presided that the revenues of India should not be 
employed, without the cohsent of Parliament, for aggressive purposes be) ond the 
frontiers of India.* But during sixty years of its supreme power, Parliament has 
never been able to check the militarist tendencies of the Indian Government# 
If we would judge the mother of Parliaments charitably, we would say that on each 
occasion the outbreak of military operations has been so manoeuvered that Parlia¬ 
ment was cither led to believe that the use of Indian forces and Revenues outside 
the frontiers of India was necessary to prevent a threatened invasion of India, oi> 
more cleverly still, that it was tod late to interfere and, therefore, the best couise 


- . f) v . oi t-iie Government oi Indin Ai l jrOS provided tbut “ Except lor preventing or repel- 

• v , iuttui iter Mujeslvh Indian po^c^Ioua, or under other sudden and urgent necessity, the 
lbjg buhl not, without the combat of both houses of Parliament, be applicable to defray the 

of iov military operation carried ou boyoncl the external frontiers of such possessions by Her 
charged Spun such revenue#/ This section is practically reproduced lay, 22 J tho 
CioViOmicui oi JnJia Act ID10» 
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" as S ran t the required consent.* If we are inclined to be critical or censorious, 
we would say the British Parliament has never had sufficient leisure or intelligence 
t 0 l lld § e clearly of such distant issues as were involved in the Indian frontier 
policy; or, harder still, that the collective representatives of a nation of shop¬ 
keepers could never find it in their hearts to refuse a proffered help, or to allow 
themselves to be entangled in the struggles in which an alien dependency was 
ruining itself. Besides, the saving clause in the Act was specifically confined only 
to expenditure on military adventures. It had nothing to do with civil ex¬ 
penditure which may be manipulated freely by the Indian Government with¬ 
out the Parliament ever knowing anything about it. For one thing it had no 
opportunities of discussing Indian questions, j And even if a small clique of 
members could find time to raises debate on Indian financial interests, the 
official representative of the Indian bureaucracy in Parliament could either 
silence the malcontents bv a show of superior wisdom and interior knowledge, 
or, as more frequently happened, by setting of representatives of English 
interests against these hardy champions of India.J 

But even if these things were otherwise; if Parliament had reserved more 
opportunities of discussion, had more members competent to discuss, more time 
to spare, it is not at all certain that Indian Finance would be controlled in Indian 
interests§ The utmostjhat the British Parliament can do with advantage to India 
and credit to itself, is to see that in India Indian interests and Indian representa¬ 
tives get fair play in purely Indian questions while not sacrificing India to the 
wider issues of the Empire or world politics. 
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possibly, of the British people. If lie differs from the Council, he speaks with 
all the weight and authority of a Cabinet Minister, all the aplomb of the man who 
knows he ha3 the ear of the public while his opponents have not. He can defend 
them before Parliament, and can have his policy vindicated by the ready votes 
of his party’s majority. Under the circumstances the minister tends to be the 
absolute master—the only controlling power the adminstration of India, f 


<SL 


CXVI. THF. GOVERNMENT OF INDIA. 


But the. Secretary suffers from two great disadvantages. He has no personal 
knowledge of local Indian conditions, no contact with Indian opinion, no interest 
in Indian questions. His office is only a step in his career which does not depend ' 
necessarily upon the credit he gains’ in that office. He is moreover at such a dis¬ 
tance from the -country of whose destinies he is such au absolute master. The 
government on the spot has all the advantages which the Secretary of State lacks. 
They can confront him with the same inexorable logic of accomplished facts which 
frequently serves to involve the Parliament in a course of policy adopted without 
its previous concurrence. The political wisdom of not detracting from the autho¬ 
rity of the local powers makes the responsible Minister often unwilling to inter¬ 
fere in Indian matters, even when his own judgment would not support a particu¬ 
lar course. The de facto authority to control the Indian finance is, and must be, 
the Government of India. The complaints as regards the control of Indian Finan¬ 
cial administration is not that the Government cannot control, but that it will 
not. As the head of the bureaucracy, it must support the bureaucracy. The 
• Legislative Councils have no power to vote or veto the Budget, though since 1909 
they have been given the right to discuss some of its items, and offer a few recom¬ 
mendations.* The Minister in charge of Indian Finance is a member of the Indian 
Government, and must necessarily suffer from all the disadvantages incidental 
to the constitution of that government. He has neither the power nor the sanc¬ 
tions that his prototype—the Chancellor of the Exchequer—can command in 
Englandf. The spending departments are not only independent of him; they 
have as much access to the head of the Government as he has, and < an make him 
adopt their point of view, more easily than the Finance Ministci can.J 
cannot contend always with success, single handed, and witljout the support o t le 
public opinion constitutionally expressed in the council behind him, against the 
combined pressure of the spending departments. He has, under the Indian system, 


• The riclit t<> move Resolutions in the council on flnuuelnl topics Is shown Of nil ffsu^'tTilJ’cottncll'whVch 
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no means of knowing in advance, much less of restricting, any proposed increase 
in the expenditure of a great department. He can, sometimes, cam* his point bv 
tke support of the Secretary of State; but there is no means of direct communi¬ 
cation between them, no regular system of appeal oh disputed points.* The 
only items of expenditure he can economise in or used to be, the Provincial 
expenditure, which, however, meant a loss of the barest means of necessarv 
improvement to the country. 

The existing authorities are, therefore, all unable for a variety of reasons 
to exercise effective control over Indian revenues and Expenditure The only 
means to achieve such a control is to grant to the Legislative bodies in India a 
complete power of the Purse, as regards the revenues and expenditure subject 
to their jurisdiction. 


CXVII. THE MONTAGU CHELMSFORD REFORMERS AND THE 
INDIAN BUDGET. 

The recent Constitutional Reforms have made no material change in this res¬ 
pect. Parliament still remains the sovereign authority for controlling financial as 
well as other aspects of the general policy for the Government of India; but there 

is no reason to believe that the institution of a select Committee or quinquennial 

commissionf will enable Parliament to take any more real interest in Indian affairs 
than it has done in the past. J The occasion will no doubt be provided for dis¬ 
cussion of Indian affairs by transferring the salary of the Secretary of State to the 
British Estimates ; but unless we can be sure that the members of Parliament 
would have more time to devote to such abstract questions, or more intimate 
knowledge, we shall continue to be sceptic as to the ability of the British Parlia¬ 
ment effectively to control the expenditure of the revenues of India The real 
Goveromeut ol India mail be in India, and the conirol m0S l also ecanale 
from India. While India is a member of the British Empire the utter 
abolition of Parliamentary cbntrol is, of course, out of the question • but 
admission of the necessity of Parliamentary sovereignty does not bind "us to 
accept the will aud power of Parliament effectively to control t r „ 

Indian interests. There is in fact a grave danger should parliament tak ' 
national, but a partisan view of Indian financial or Woi * * e ’ Uot 8 

therefore, a fundamental defect'in the Reform proposals , qUe ® tl01ls - Therc ls > 
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financial control. They make the Government of India responsible to Parliament, 
not to the people of India, for the peace, order and good government. It may be 
a necessary stage in the political evolution of the Indian constitution ; but while 
it lasts it will nevertheless be a mistake. 


The Government of India are, therefore, the effective controlling authority 
in Indian Finance, and they are not responsible to the Indian people. It is true 
the Government of India are to have a Legislative Assembly of 100 members in 
which the official majority no longer will prevail. But in all essential matters 
the Government of India retain their absolute power. The V iceroy has the r.ght 
a5 before to veto measures of the Legislative Assembly, and to pass his own 
measures bv means of Ordinances. In exceptional cases an official majority 

can be oalledMnto being, if necessary, to carry out the wishes of the Goveru- 

ment of India over the beads of a dissentient majority in the Legislative Assembly.* 
That these measures are in their nature extraordinary, and cannot be resorted 
to except on very rare ‘occasions, does not detract from their being powerful wea¬ 
pons in the hands of the executive and evidences of distrust of the Indian element 
ln lhe Government. Even in ordinary cases, the Viceroy can, under the Reformed 
constitution, pass a measure over the head of the Legislative Assembly by certi¬ 
fying that in his opinion it is necessary for the peace, order and good Government 
of the country. What applies to general legislation applies also to Budget pro¬ 
cedure. The Indian Budget still remains the child of the executive Government, 
and cannot be voted upon by the Legislative assembly.! There is no doubt 
■ the power to move Resolut ions on the Budget; and there is no longer the dread that 
the Resolutions will be defeated, as heretofore, by the votes of a standing official 
majority. But the Government are not bound to accept or give effect to these re¬ 
solutions, which would thus be worthless from the standpoint of exercising effective 
control, whatever the moral value of such an expression of public opinion officially 
recorded may be. , 


It is thus oniv in the Regions of Provincial Finance that, we can find, under 
the new Reforms, a degree of control accorded to the Indian representatives. Th« 
financial organisation in the Provinces is unavoidably complicated b\ the. 
plea of Diarchy. The <1ivision of funds is necessary between the Reserved Subjects 
| in( j t i„. Transferred Subjects; the need for increased expenditure on Transferred 
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Subjects is equally potent ;* the importance of finding funds for either (half of the 
Provincial Government is beyond question. At the same time all the laboured 
enunciation of the principles of Provincial autonomy would be futile if no degree o* 
local legislative control were accorded. Hence the Report recommends; that the v 
provincial Budget should be framed by the Executive Government as a whole, i.e.\ 
Ministers and Councillors acting together. The order in which 1 the provincial 
funds are to be employed is : first the contribution towards the expenses of the v 
Government of India ; next the amount needed for the Reserved Subjects ; finally,- 
the money wanted for the Transferred subjects. By considering the Budget 
jn the whole'Government, ample opportunities will be afforded to Ministers to 
acquaint themselves with reasons requiring a proposed supply for the Reseivs Sub¬ 
ject, and to put in their dissent if need be. By leaving theTransferred Subjects, which 
would be constantly expanding, to be provided for the last, the deficit, if am . will 
appear to be incurred for a transferred Subject, and the taxation proposed accord¬ 
ingly by a Minister.*)* The Budget will next come before the Provincial council 
which may discuss it, and vote upon resolutions for the allotments. But 
neither in this ease nor in the case of the Government of India does the Legislature 
acquire power under the Reforms to vole upon and pass or reject the Budgets 
The only difference that occurs in regard to provincial Budget procedure is that 
the Resolutions of the Council on Transferred Subjects would be binding upon 
the Government and must be given effect to. 

The Report assumes that the entire revenues of a province will be brought 
into one provincial treasury, and from thence funds will be allocated to the res¬ 
pective services as provided in the Budget. In commenting iq>on this arrange¬ 
ment the Government of India observed. ‘But we must point out that even reason¬ 
able men will at times, in all good faith, differ vitally from other reasonable men 
when it is a question of providing supply for work which the former are responsible 
tor safeguarding and developing, while the latter are only concerned i n , r r 

vi , * ^ 0 cuing a 

share of the money for other work."§ They pointed out the possibilities of a genuine 
difference of opinion on the following points : — 


‘‘(I) How, to what extent and by whom the balance at the 
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(3) How the liability for the interest and sinking fund charges o£ a loan 

can be laid upon the authority for whose purposes the loan was 

raised ; and 

(4) How the proceeds of taxation are to be secured for purposes which renders 

the taxation necessary." 


On all these questions they considered the system of a single fund for provincial 
demands tvould not work. Given the Diarchy, the Government of India considered 
the resources of each half should be kept apart, as no definite regulation made m 
advance could serve the object of avoiding conflict of opinion*. Besides it is 
fundamentally false to leave room for the belief in the minds of either half 
of the Provincial Government that the encroachments of the other deprives it of 
its legitimate field for expansion. Neither the popular nor the executive half 
should be in a position to refuse funds to the other. The Government of India 
also felt that the scheme offered no incentive to economy, or development of 
the resources whether under the Reserved or the Transferred Subjects, for “ under 
the pooling system any improvement which either half of the Government can effect 
jEoes into hotchpot, and they get no direct advantages from it, possibly no advantage 
at all ”t The Government of India propose their own solution-breaking up of the 
Provincial resources into two distinct sections. The credit, balances, the Revenues, 
the Surplus and the Expenditure,, should, after a careful inquiry and neces¬ 
sary adjustments, be allocated exclusively to each half of the Government 
c mcerned in the matter..J 


For the two halves of the Government in the Provinces, with their distinct 
purposes, the Government of India still recommend a single Finance Department 
presided over by an officer to be the financial adviser of the Local Government^ 
The functions of this new Finance Department have been thus defined • 
is in no sense an overriding power. It is not a body that eit her dir talcs or ’ 
policy. It watches and advises on the financial provisions v > . 

effect to Policy. It criticises proposals and can ask for fuithci 001131 ^ 

It points out defects in methods of assessment and collection , 1 caa 
fication of the new expenditure from the department wine i proposes 
lenge the necessity of spending so much money to secure a given object. «|| ui. e, 
the powers of this new department must be identical as regards either m o 
the Government. In addition to this Finance Department acting as th° "atch 
A,” of the public Purse, there would be the Legislative Council. Though the powers 
, the Councils are to be at the outset only those of scrutiny and recommendation. 
'n.,1 not of a definite disallowance of expenditure, th e Council, m the opiQlofl of 
Reform OispatoU Ko. I 

iPar* 2m °V vSnuf aDodntcd^y the Governor on the advice of hh Ministers- To be effective this 
iThe officer will be anpointca y 0(UsiJi , ;lJiy p0Si ,biUty ot.popular lavour or ditiavour- 

aypolutwen^JwuU^^^^liispatdi oi the (iovermnent of Jnua on Ktiorms. Tho duties have been 
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the Government, of India, with their committees on public accounts, can "perform 
very useful purpose in securing efficient control of the actual administration of 
finance.* 

CXVI1I. THE INDIAN AUDIT SYSTEA1. 


Constitutional provisions for the .safe-guard of public expenditure are, in the 
nature of things, general principles indicating the course to be followed. The 
machinery to certify that the course has in fact been followed, that no departure 
has taken place from the approved course, or, that if Jt has, effective safeguards 
are immediately put into operation to correct the error and prevent its repetition 
is to be found in a well devised Audit system. The Indian audit system is so 
obsessed with codes and formalism that it can scarcely be expected to satisfy 
the requirements that such a system should possess in democratic government.' It 
works with a mechanical precision, which never challenges the wisdom or propriet¬ 
or expenditure incurred under orders of apparently competent authority. The 
system is so vast we can hardly hope to reproduce here even its most salient, 
features in the briefest form. f Luckily its obsoleteness has determined the 
Government of India to overhaul it to provide an entirely new system for the 
audit of public accounts under the new regime. 


The maiu objection against the present audit system is that it is mixed up, 
with other functions, mJt at. all connected with Auditing. The Auditor-General 
for instance, is also Comptroller of currency, though the two office have 
nothing in common. J The fiiSt reform, therefore, which would confine 
fhe audit system only to an examination of public accounts, must start 
with relieving the audit officers of their currency function. The auditor %4 q may 
be an independent dignified officer, free and competent to perform his functions 
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would be secured by making that department entirely outside the ordinary machi¬ 
nery of Government, his salary somewhat in the nature of a Consolidated Fund 
Service in England, his appointment to hold good during good behaviour * The 
audit officers.moreover, will not be performing the higher functions which might 
be expected of them in the early years of popular government in India, unless 
they are able and authorised to rely more on their judgment and discretion rather 
than on the mere mechanical work of going through the accounts item by item. 
The auditor’s real work would lie not in examining rules and precedents, but in 
scrutinising the authority as well as the necessity for a given item of expenditure.! 
If the entire audit system is revised on these principles, the Government of India 
expect its operation in practice somewhat as follows “Each audit report which 
deals with provincial subjects will be submitted to the Governor for communi¬ 
cation to the executive authority concerned, whether member of executive council 
or minister. Copies will go simultaneously to the Finance Department of the 
Province, which will take orders up on the Report. In the case of reserved subjects 
the Governor in Council will 'dispose of the report,and will have power to condone 
surcharges and disallowances, except where they relate to definite infringement 
of orders from the Secretary of State or the Government of India. In the case of 
Transferred subjects, ministers will have an exactly corresponding position. But 
in each case the Finance Department will place the report and the orders upon it 
before the Committee on public accounts. Where orders from the Government 
of India or the Secretary of State have been infringed, it will refer the matter to 
those authorities through the Auditor-General. Otherwise the Committee on 
public accounts will have the right to examine all audit objections and executive 
orders passed upon them, and to make recommendations to the Legislature. It 
will then be for the Legislative Council to decide whether to move resolutions 
in regard to any matter which in their judgment requires more discussion or pub¬ 
licity. * * * * * In this sketch of procedure there is nothing that derogates 
from the right of a provincial audit officer to bring financial irregularities to the 
notice of his local government, or of the Auditor-General to bring to the notice of 
the Secretary of State any matter in which he considers that the action of a local 
government has been perverse or contrary to public interest. J 

The only fault that we have to find with this outline of the constitutional 
aspect of public audit is the wide latitude of powers it leaves to the Governor in 
Council as regards reserved subjects Expenditure. A full control of public ex¬ 
penditure requires that it should be equally subject to a review in all its items bv 
representatives of the people, as for example the committee on Public Accounts. 
Otherwise the system promises well. 

•11 the H claims tlmt. the -Unlit or-General 
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PART VII. 


—-9-- 

CURRENCY AND EXCHANGE. 


CXIX. INTRODUCTION. 

I have already discussed the evolution of the Indian Currency system from 
the days of the Company down to the end of 1916 in my work on “ Indian Currency 
and Banking Problems ” published in 1917*. The origin and working of the pre¬ 
sent system based on the Gold Exchange Standard have been there explained and 
criticised. I shall, therefore, here confine myself only to a discussion of the effects 

of the War upon the Indian Currency, and the problems that have arisen in conse- 
quencef. 


When the last Royal Commission on Indian Currency and Finance wrote 

Our view is that India neither demands nor requires cold coins to #m> 
ble extent for purposes of circulation (as opposed to savingor hoarding that d ^ 

generally suitable media Of internal emulation in India a“ at moe i 

notes, and that the Government should as opportunity may offer encoura?n ~’’P eea 
providing—-and this is the cardinal feature of the whXs^^C^Ti!,^, W ^ e 
convertibility into sterling of so much of the internal currency as h ° 

be required for the settlement of India’s external obligations,” 7 * y mMnent 

none of the members of that body envisaged or contemplated a situation at all 
similar to the one that has developed as the result of the influences at work durum 
the war period. For sixteen ydars after the value of the rupee had been fixed at 
an arbitrary figure, Is. id., it was so maintained; and facilities were offered for the 
conversion of the rupee for purposes of settling India’s international obligatiol 
or dues within points ascertained to represent the cost of transport of hull T 
and from India. In the first days of the war the situation was so far similar to thkt 
contemplated by the Chamberlain Commission that the Governn f *• 
in the spirit of the Commission’s recommendations, had to afford ** ’ ^ 

the maintenance of the exchange value of the rupee in ZlZ th * ** 

medium of payment: Gold. For the first few months of the W ^ ! nternatl0nal 
was practically utilised, and Reverse Councils to ^ an V f 
)ion were sold in India to be paid in England outoftl > <’ nT ° f£8 - 7mi1 ' 
From and after the commencement 0 fL vT 

f the Br^h P r P,ib ’ y ' ?• Wge «» lament m2 SS 

oTthc Bntiah Government, mcreaamg every year in amount, more than balanced 
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^(he obligations of the 'Government of India payable in England as Home Charges. 
The invisible imports of India averaging £20 million a year, were thus met by the 
recoveries of the Secretary of State from the British Exchequer, and one great 
factor in influencing Indian Exchange was temporarily reversed. J. On the other 
hand as the war continued trade began to be adjusted to the new conditions; 
the exports of the Indian produce began to increase in value if not in quantity, 
thanks to the urgent War demands of the Allies. On account of diversion offreight 
for military transport purposes, and later on, on account of its absolute scarcity, 
combined with the change in English industrial organisation for the production 
of munitions, the imports of foreign produce into India began to diminish. 

Exports and Imports of Merchandise on Private Account. 


<SL 


Year. 

Exports. 

Imports. 

Net Exports 


t 

£ 

£ 

1909-10. 

125,253,000 

70,040,000 

47,213,000 

1910-11. 

139,921,300 

86,236,000 

53,685,300 

1911-12. 

151,896,100 

92,383,200 

59,512,900 

1912-13.. -• 

164,364,800 

107,343,900 

57,020,900 

1913-U. 

165,919,200 

122,165,300 

43,753,900 

Average for 5 years .. 

149,470,900 

97,233,700 

52,237,200 

1914-15.. 

121,061,100 

91,952,600 

29,108,500 

1915-16. 

131,586,800 

87,560,200 

44,026,600 

1916-17. 

160,591,200 

99,748,000 

60,843,200 

1917-18.. 

161,700,000 

100,280,000 

61,420,000 

1918-19. 

169,230,000 

112,690,100 

50,540,000 

Average for 5 years .. 

148,833,000 

98,446,100 

50,387,700 


A large balance thus arose in favour of India which was all the more. signifi¬ 
cant because the old converse stream of payments from India m the shape o 
Home Charges had dwindled into nothing. The prevalence of high Income unc 
Property Taxes in the United Kingdom had, moreover, induced the English mer¬ 
chants and capitalists in India to postpone the remittance of thou piofits to n c 
land, and to re-invest them in industrial or other securities in India itself. 

The mechanism of Exchange was thrown out of gear. The Councils, ori¬ 
ginally used to meet the Home Charges, were, according to tile recommendations 
of the Chamberlain Commission, to be used to liquidate the trade balance if the 
resources of the Government permitted.* They were now used (since the Financial 

—-"T" of Mm recoverable expenditure Imuirrud by the Ouvernuifnt of India on behalf of the 

t Xbe | present date lutb <S&co«*dcd 2 to, 000,000 and the expenditure 

imperial Govt3 l r vetcSd ]>ura 1 3 ufj<cp<#l. 

A.Ij nnfcur*3 lfcftS not cw u«ru f t ,r Covfi'iimHii to niiDl/lv un to t.hr- J 
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ear 1915-16) almost wholly for purposes of trade balance. In the first year 
of the period (1915-16) Government maintained at the fixed, rate of exchange 
an unlimited sale of Councils sufficient in fact to meet and liquidate the entire 
balance in favour of India. But the strain began to grow as each week a larger 
amount was demanded. The encashment of the Councils Bills at the treasuries 
of the Government in India, or at the Presidency Banks was to be made in rupees 
or notes, which could only come from reducing the Government balances, or in¬ 
creasing the invested portion of the Paper Currency Reserve and thereby freeing 
an equal amount of rupees for circulation. 


CXX. WAR AND THE MECHANISM OF THE INDIAN CURRENCY SYSTEM. 

Thus, then, the Government of India had, during the greater part of the war 
period, to face an entirely new situation. In spite of heavy, almost lavish invest¬ 
ments in the English war securities by the Government of India, the balance in 
favour of India could not all be destroyed. The gold, which in years immediately 
preceding the war, was becoming more and more acceptable to India for settlin'.. 

10 ra(le bala,lce due t0 her > was > under ' v «r conditions, impossible to obtain, belli* 
gereiits and neutrals guarding and adding to their Gold Reserves with an uncanny 
jealousy.* The only alternatives open to the Government of India were: to 
com new rupees,| to add to the note of circulation,! ami, when both these weru 
used to the utmost limits or prudeuce or good faith, to raise the exchange value 


v\ 


1900-10 

1010-11 

1911- 12 

1912- 13 
191314 


Tutal 


1914-15 

1016*10 

1010-17 

1017- 18 

1018- 19 


Total 


bullion. 

£ 

in 10,009 

10,980,000 

25,178,000 

25,002,000 

15,550.000 


uunion 

£ 

0.242,000 

0,714,000 

3,828,000 

4,383.000 

4.103,000 


£ 

20,088,000 

21,700,000 

28,700,000 

29 , 433,000 

10 , 713,006 


00.212.000 21,030.000 

- I...... 


5,637,000 

3,267,000 

2,797,000 

14,806,000 

15,000 


6,676,000 

3,717.000 

1-440,000 

071.000 

38,000 


12,313,000 
6,984,000 
l,357,(K)o 
15,277,000 
63,000 


to 80th 
*ov. 1910.) 


1915-10 

1910-17 

3917-18 

1918- 10 

1919- 20 


Tout 


20.022.CKK) 9.902,000 "^5^ 

124,535,000 
70.923.000 
106,410,000 

14,108.000 162,518,000 

—---- 60,875,00t» 

824,612,000 -‘-----— 

213,898,000 


I , —-—_ 

i , The tattle shows the amount nf 213,393.000 

total amount Is thus 538,005 000 th « Secretary of State in the last five vears 


t 

Date* 

31st .March 1014 

1915 

” 1010 

»» 1917 

*» 101* 

3oth Nov. 


Gross Note 

Circulation. 


LAKHS OF stjpees. 


06.12 
61.03 
67.73 
86.38 
153.46 
08,7o 
179,07 


Silver. 

20.53 

32.34 

23.37 

19.22 

37.39 

10.70 

47.44 


Reserve. 

—-A._ 


Gold. 

*- 411.59 
15.29 
24.10 
18.67 
17.49 
27.52 
32.70 


‘Securities. 
14.00 
14.00 
20.00 
48.49 
98.16 
62.48 
99.08 


Total. 

60.12 

61.63 

07.73 

86.38 

153.46 

99.79 

179.07 


l^oreentaKe of 
metallic It* 

G] c>.h a f 
i4i'«itlation. 

78.9 

77.3 

70.5 

43.9 

35.6 

38.4 

44.6 
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'f the rupee.* Between April, 1915 and the end of the last financial year, 1918-19, 
according to the Finance minister, nearly 120 crores of new rupees wexe put into 
circulation. The note circulation which was about Rs. 08 crores on 31st March 
1914, was according to the latest figures available over 100 crores. 

In spite of the concurrent application of all these remedies the situation has 
by no means improved. The Committee recently appointed to cons.der the whole 
question and to advise upon it, indicates the gravity of the situation; at the Sam, 
time that it affords an opportunity fundamentally to reconsider the entire Cur¬ 
rency organisation of India. The subjoined table gives in a concise form all 
the important factors of the situation as they prevailed in the War years; 
and judging from recent events, it does not seem that they have altered in any 

appreciable degree as yet . 


Year 


1909-10 

1011 

11-12 

12- 13 

13- 14 

14- 15 

15- 10 

16- 17 

17- 18 
•f 18-19 


Exports Imports 

Excess 

Coun¬ 

cils. 

Homo Gold 
Charges Import 

Recov- 
Silver erable 
i Import Expen- 

187-96 

122-65 

65-31 

40-54 

29-68 

21-67 

9*44 

dituro 

209*96 

133-70 

76-25 

40-02 

29-37 

23-98 

8-63 

C2 ^0 

227-99 

144-45 

83-93 

40-83 

28-93 

37-76 

5-33 


246*21 

166-63 

79-58 

38-50 

30-42 

34 00 

17-20 h 5S 

249-00 

191-30 

57-70 

46-59 

30-46 

23-32 

13-03 

B*g 

182*17 

144-93 

37-24 

11-68 

30-31 

7-64 

8-87 


199-48 

138-17 

61-31 

30-36 

30-16 —1-10 

i 4-83 

18-6 

243 04 

160-23 

82-81 

49 04 

31-72 

13-23 

13-80 

38-5 : 

244-89 

164-35 

80-53 

51-28 

39-10 

25-17 

1904 

6500 5 

265-27 

188-56 

66-71 

31-35 

•• 

• • 

•• 

760 


2,17,56,166 
2,19,25,112 
2,80,74,320 
19,53,69,94* 
13,15,68,537 
2,17,95,336 
1,62,02,109 
30,77,07,327 


By a comparison of the figures already quoted, it will be seen that 
(a) While in the quinquennial before the war the net excess of exports of 
merchandise on private account amounted to Rs. 362-79 crores, dur- 
• t jj e war quinquennial the excess on the same account was Rs. 
398-62 crores; if we include the transactions of the Government the 
net excess in the former period was 391 crores, and in the latter 

381 crores. 

•«- - r; t c; 

Z 180 crores. gainst these 

live years the. total imports of precious metals were 1 ->• o > crores. 
The gold import almost entirely fell off, the total for the period being 


(b) 


* Date oilntrodactlou. 

3rd January J917 

S 

15tb September 1«»« 

JSfSSSffiM , fll , 

f These figures are from the April * , & neB of tli? 

meat of India. 


Minimum rate far. Immediate 
Telegraphic Trauafcra 
l 41 

1 0 

1 0 

1 8 

1 10 

2 0 

2 2 

,. 2 4 

Capita 1" tfie others from the statistics of the Govew 
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Rs. 39 crores, of which 18 crores were acquired by the Government, 
leaving only 21 crores for private absorption. Hence the demand 
for Silver, hence the heavy purchase of silver by the Government 
of India, the rise in the price of silver, and, finally the rise! in the rate 
of exchange. 

(c) The recoverable expenditure of over £210 more than set off the Home 
charges amounting to about £100 million and facilitated consider- 
able investments in British securities. 

CXAJ. THE REMEDIES SO FAR TRIED BY THE GOVERNMENT OF INDIA. 

We have deliberately left out in this brief review of measures adopted by the 
Government of India those restrictions on trade finance which were tolerated only 
on the excuse of the supreme necessity of finishing the fight successfully. They 
were, besides, in their nature nothing but palliatives which may lull the patient 
to sleep but cannot cure him of his malady. Thus War-time restrictions on finan¬ 
cial facilities to exporters from India by requiring the banks to curtail their ac. 
commodatipn except to those dealing under Government License or those able 
to provide full cover, would, in normal times, have been resented by the Bankers 
who could have easily rendered such restrictions ridiculous. And even in wartime 
he banks were bound by no law to respect those wishes of the Executive except 
for fear that on default they might be cut off from such share of the Council Bills 

as would otherwise fall to the lot of the complacent Banks. But though tie Banks 
did, to some extent, carry out this policy of restricted finance, it is doubtful if it 
was real y helpful m reducing the strain. Similarly, prohibition of certain classes 
of exports, though restricting trade in those articles, did not affect the excesHn 
value of the exports over the imports, and consequently can scarcely be described 

s; - °V 

:r**• * - 

injure on prrvate account, copied, late on, with restriction* on tW™ r 
rupees or silver bullion Irorn Indio, deserved a better late and miebl 1 P K ^ 
more suceesrfnl.il it had been applied earlier. The objeet rf these 
pre\ent speculative purchases of the precious metals' and U 4 y • \ • 

supply in the hands of the Government to urotdde ' , ^ 

the demand was a 8 enuine trade demand. xSZZZT** "** « * » 
ed at a time when the crisis 1 , 0,1 Q i , , at ^ Pleasures were adopt- 

the speculative ele, ,™t a te " *■ influence of 

We had mi ! 7 7 *• ft*lUian market. The world 

vernment olTd a , T "***<» ««■» I* fton, India. The Go- 

k “°"" to be consumable purchasers of silver. There 

f ’ , • . \/ rt ’ 1K U <l 5011 " ll '’ tlic S ^ rcw ^ Yankee should not make a profit *s much 

--—1_1! b om the other supplies lie offered to the belligerents. 

»*Uttoi&£i l note's. 111 " ' Ilw "O obtained ««., ke|. t inThe 1^ u backing wlMt 
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is quite true that the Government of the United States of America since 191/ 
offered to co-operate with the Government of India in keeping the price of silver 
within bounds: but those bounds came to be fixed at a time when the piice of 
silver had already broken its records for the last thirty years or moie. Conse¬ 
quently in fixing i£ price the two Governments had necessarily to consider exist¬ 
ing conditions, and not the conditions which obtained before the wai. The American 
restrictions on the price of silver, moreover, were imposed onl\ 01 tae duiation 
of the war; and, as soon as the war was definitely over, those restrictions were 
removed, with the result that we in India suffered from a most acute silver 
shortage in the first year of peace. Two rises in exchanges in 1919 came too closely 
on the heels of the removal of American restrictions not to raise a reasonable sus- 


picion that the market had been kept in check by the co-operation of the American 
and Indian Governments, and that the moment that co-operation was withdrawn 
the actual situation had asserted itself. 


Taking seriatim the three principal remedies ot the Government of India, 
coijiing more rupees, adding to the note circulation, and raising exchange,—the 
first had definite limits put to it, not only by the scarcity of supply and the conse¬ 
quent rise jn price of the material, but also by the undesirability of adding too much 
to the circulation.* In his interesting Report on the Rise in Prices in India, Mr. 
Dutta gives the following table showing the growth in the circulating medium 

and its effect in prices. 

Growth in Currency Notes and Rupees in active circulation. 




Circulation 

Index 



crores. 

No. 

1884 

. . 

.. 115 

88 

1885 


.. 118 

90 

1886 


.. H7 

90 

1887 

• • 

.. 116 

89 

% 

1888 

.. 

.. 118 

90 

1889 

% 

.. 123 

94 

• 

1890 

.. 

. 120 

92 

1891 

• 

.. 131 

100 

1892 

• • • • 

.. 141 

108 

1893 

. . 

.. 132 

1 01 

1894 

• . . . 

.. 129 

99 

1895 

« • 

132 

101 

1896 

• • • . 

.. J27 

97 


• There hi no longer any room for dotSit that the result ant increase in the expense oi 11% inn Sue 
h Prices oi food grans , <uj also to olher noceftsarle* such «a cloth, kcruidne oil, ami the hardships which 
to idtf 11 P‘, JC ],. 4H entailed on the poorer dubsc* and those on fixed Incomes, have been « very important iactor 
tlila uicfeaao ‘ t ao j discontent- At the same time the cultivator, who would ordinarily be tho flr>t to 
in proifiow*** jj . j cc g ot produce, whether loocl grains or other ruw material such as jute and cotton, 
profit nrnti^ dl-u>near owing to the riinulUneotis rise in the price of other necessities. The wages oi 

UuH seen lib J"' 1 ) n J joubt been to some extent readjust «!, and uftliuhtely the wage. of the clerical labour 
manual , 'L. ,,f..,., u l<,vees "ill undergo a ulndlur readjustment But t lie jirocePi of adjustment, howe' er, 
un a otter 1)a j u{ul W1(; , which no amount of admluUUatt'e paJUativee, urn h au^onttol of 

®lbutlon, can alleviate. 
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A ( 

1897 


.. 125 

96 

1898 

• • • . 

.. 122 

93 


1899 

• • • • 

.. 131 

100 

V < 

• 1900 

» . • • 

.. 134 

103 

. ■ 

1901 

• • • • 

.. 130 

115 


1902 

• • • • 

... 143 

109 


1903 

. . • . 

.. 147 

113 


1904 

. , , , 

.. 152 

116 


1905 

. . 

.. 164 

126 

* 

1 

1906 

. . . . 

.. 185 

112 

) 

1907. 


.. 190 

145 


1908 

. . 

.. 181 

139 


1909 


.. 198. 

152 


1910 


.. 199 

152 


1911 

. . 

.. 209 

ICO 


1912 

. . 

., 214 

I64f 

, J l 


§ 


He concludes howeverThis increase in the volume of metallic currency 
does not, however, appear to have been larger than what has been required by 
(lie growth of the business and other demands for currency. *• JJut sincevhisreport 
(here have been added to the circulation about 150 crores of rupees newly coined, 
of which 120 crores were estimated to have been minted during the war ytutrs, and 
about thirty crores fresh coinage during the three fears before the war ; about 120 
crores in round figure's to notes in circulation ; and a certain amount of gold coins, 
about £40 million worth of sovereigns* in nil. Against the estimated total circida- 


))) 


Year 


ItflU 
1U11 
lb 12 
JU13 

1914 

1915 
1910 

1917 

1918 


Special index 
Numban (or 
l ood grains 
(retail pi ices). 

lljOO 

•Jtt 

*\h 

122 

13U 

121) 

120 

101 


Special indcof 
Number for 
imported aril deb 
(YS holes ale 
pikes). 

100 

104 
107 
107 

105 
134 
217 
240 
205 


•Special index 
Number for 
ex polled ai ti¬ 
cks. (Mostly 

wholesale). 

loo 

107 

m 

12J 
120 
122 
12S 
134 
157 




Ueueroi index 
Number lor 
ai t kies i o\ ertd 
by 2 ,V 3. 

100 

- 100 . 

112 
117 
120 
125 
151 
101 


t In the 

Year. 

1901- 02 

1902- 03 

1903- 04 

1904- 05 

1905- 00 
1900-07 
1907-08 
1U0S-0U 
1909*10 
1910*11 

1911- 12 

1912 - 18 

1913- 14 

1914- 15 

35 


the Lar-ic y<}ar icr 
while those oi ex- 

hn8 a | UU p°Hi >l ^ urL ^‘ '^a' 1 a^ °t!ho'pj/kiliig ^ l ‘|' Vcrci '-' 1 '* 1 " i.hcMalton. Wo not tbt 

'srJtepir* 

.‘.167 But tlio'aBures el\?nVwri °i»S o d ,V t,l,ls ' 11,11,1 ^ » h » "»r 
_ 2.198 absorption in tho 1 Would show a total gold 

3j|7« 2.937 close urn, n lUt ** n yfcarb of Preaeut cehtm.v of 

3.732 may b rl t ‘ r Ull,11:; m * creroa at tho old rate. H 
5.150 shown m, a vL n' r 1'hi’lHJst* 1 ' of ciii ulutn the gold coins thus 
7 1 -• 7 sin, p tb h 'u e abaorbedlntolndia maybe li lt out oi account. 
V Jii in“ v,V re s n oreaaon to bdkvoMhey might be used lor hour 
mjU'OScrS. L*ut u muetl be rcineiubucd that these.are coll 
a«> i ktlnet lrom gold bullion imported in ulmoat equyl mmnl 
uuringthc same period and that, therefore, the proDablu 
>i quit**-so strong for believing that thCA constitute ulna 


2.80G 
8.. 091 

8.801 
11.300 
3.907 
5.023 


-- oiwae period and tlint, therefore, the probabio 

not. quit**-so strong for believing that the> constitute ulwt 
wholly the hoards. 
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tion of 214 crores of rupees and notes, in 1912 as reported by j\Ir. Dutta, we shall 
be guilty of no overestimate if we put the total currency resources of India at the 
present moment at 550 crores in all, of which rupees would account for at least 
300 crores, notes for another 166 crores, and gold coins £80 million. § 


<SL 


Mr. Dutta, in the table appended, found the rise in the index numbers of 
nearly the same proportion as the rise in the volume of circulation, varying from 
year tqyear also in very nearly a direct ratio. He nevertheless, as, shown by the 
quotation, does not quite consider the increase in circulation as being responsible for 
the rise in prices, the increased circulation being, in his opinion, necessary for the 
expanding needs of the business. Even admitting his position, there is no reason 
to believe that corresponding to the increase in the circulating medium during the 
War years there has been a similar expansion in the volume of business. The 
total amount of foreign trade for example, as can be seen from the table given 
elsewhere, was not much greater in the War years than in the previous years 
And, if anything, the banking facilities during the war have been much increased, 
as shown by the opening of new banks, as well as the more extensive use of credit 
documents. Against the 585.82 crores worth of cheques in 1913-14, which was 
the largest pre-war number, there were 851.15 crores cheques cleared in 1917-18 
in the four clearing Houses of Bombay, Calcutta, Karachi and Madras. The Capi¬ 
tal and Reserves, the Public and private deposits, all tell the same tale of increase. 
We cannot but conclude that this increase in the medium of circulation has an 
undesirable effect on the price level. 


The problem of financing the trade balance in favour of India, if dependence 
is placed exclusively on the coinage of new rupees, is bound to be unpleasant 1} 
complicated in the near future, and for some time to come. The world production 
of silver is falling off as shown by the figures below* at a time when the v\ 01 
demand for silver is rising to previously unthinkable proportions. The Govern 
ment of India have been the most-considerable buyers in the world market ant 
if that demand continues there will be no hope of reducing the price of silver, as¬ 
suming that it is capable of reduction. The Government of India are in the unfor 
t unate position of tying up their own hands in advance, by tacitly promising to 
convert the local into the International currency and vice versa. It will be no 


t, Ill* estimates ul exiting circulation are bunion llio figure* of notes ami rupees said to havelbe^ct 
<>r added anting I In peiicu undei ion w. It n ay be that now Unit the rupee i- almost a.- \nluaOlt as coju 
.V5 n j. metaf there may have Hat. in a greater tendency lor melting aud exporting It than "ns the case . 
tl.o carle yearn ol the century. l>ut the measures adopted by tin Government rather incline us to hola tlwt 
ilauy, mu' Imvebecnchccl'cd almosl id Its Inception, except for t bat portion ottho export 01 
UPce* unknown to the public, lor which the riuvcrmuont it sell must be responsible In connection with the 
Mesopotamia campaign. 


Mine Production or Silver (in Pine Ounces 

* /lit I * kl V 


Y 

.U) i6 
1011 
1012 
1012 

1914 

1915 
1010 
1017 


Caiuulu. 

32,800 

3*2,550 

31,950 

31.300 

38.140 

26,020 

25,400 

22.22J 


37,500 

6 J ,10O 
00,041 
71,200 
00,034 
72,300 
78,875 

7 O,000 


000 omitted). 
Mexico. 

71,372 
70,033 
74.640 
70,704 
27,347 
39,570 
22,838 
31.214 


Ke6 

w 


ol the 
»rl(l. 
67,219 
67.*63 
60,423 
57,000 
30,416 
47,180 
4 8,283 
60,949 


Total of 
world- 
219,089 
£80,384 
233,000 
231,070 
176,048 
185,745 
175,450 
175,050 


N. 0. -The mt*m& i** booK 8ivM 8,iBl " ly mns - 



real solution of the problem to suggest the maintenance of the Exchange value by 
a reduction in the weight of the rupee.* Not only would it be a breach of faith, 
which might be tolerated if the emergency was so desperate ; it would introduce 
the most unwelcome confusion in the credit relations of private parties as well as 
the Government. The experiment, if tried, must face a not unreasoning distrust 
of the public as well as the possible contingency on a much larger scale of melting 
operations. If we assume that there are at least 300 crores of rupees in circula¬ 
tion, of which one-half may be melted down by such a temptation, the Government 
would have to face a serious demand for rupees without improving their position 
in exchange very considerably. Their demand for silver, even -to coin a debased 
one, would keep up the world prices against them. It is, indeed, possible that the 
supply may be added to by such melting. But as far as the Government are con¬ 
cerned, if there be any truth in the legend about the hoarding propensities of the 
Indian people, there would be no relaxation of the strain. 


The alternative of adding to the paper money in circulation is no better. As 
it is, the amount of paper in circulation, judging from previous experience, is beyond 
all reasonable requirements, even allowing liberally for the increased popularity of 
notes on account of greater familiarity forced by the war. The increase is not 
brought, about by the natural process of normal expansion of credit and the conse¬ 
quent supercession of cheaper for more costly forms of circulating media, but 
by the reckless additions in tone and on account of the necessities of the War. 
As against the slightly more than 20 per cent of the total currency issued against 
securities in the period immediately preceding the war, there is now nearly 70 
per cent, of the total circulation issued against such securities. And the bulk of 
these securities held in England are beyond the control of the Government of 
' India, and they show a tendency to depreciate.j- The paper ifaOney, therefore, 

ca d of ( & reliable, m m\ Solution for the present problem, constitutes 

itself one of the gravest problems of Indian financial organisation. Further addi. 
tions to its uncovered portion cannot be contemplated unless.inconvertibility is 
accepted as an ordinary corr^tion of unfavourable exchange.$ 


The rise in the exchange was the last remedy open to the Government of 
India to meet the growing balance of trade in favour of India, or at least to curtail 
it to manageable proportions. The Government were, indeed, aware of the gra¬ 
vity of such a step as much as their critics, if we, arc to judge from the evident 
reluctance with which the responsible Finance Ministers resolved upon the step.. 
It was in manifest opposition to the declared poli^of the Government, if not, in 
contravention of their solemn obligations, always to afford ready facilities for 
t he conversion of rupees into gold and wee versa There eau be no dispute I hat 
tire rise in Exchange would hurt the prospects of the export trade. The attempt 
was, indeed, made at first to justify the measure as a war necessity. But it was 
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^Zoo painfully palpable that even when the war would be over there was no imme¬ 
diate prospect of restoring the old level of Exchange. It could be Said, with some 
justification during the war, that the rise in Exchange was not really materially 
a hardship to the Indian exporter as his goods would be demanded no matter 
what the prices. * There was no effective competition; and the demand was 
almost unlimited so long as the supplier was willing to accept promises to pay in 
exchange for goods supplied. But now that the war is over, now that the trade 
restrictions against the erst while enemy countries Jiave been removed, or are in 
process of removal; now that those countries, stirred on by the double incentive 
and defeat and indemnity, are likely to engage and be encouraged in the trade of 
the world with all the intensity that five years* exclusion from the world markets 
could lend, all the advantage that a low exchange could afford, all the facilities 
that accumulated stocks of easily marketable commodities can supply; there is 
every reason to apprehend now that the trade of India would be most gravely 
prejudiced by these continued rises in Exchange. 


There is an excuse for the Government of India in that the high exchange sup¬ 
plies them with abundant funds cheaply in England, enabling them to pay off 
their Home Charges at a much reduced cost in rupees,*)* This is an argument 
entitled to respect from every financier interested in the stability of the finances 
of the Government of India. But before the argument can claim to be unanswerable, 
it must be observed that the saving to the Government, even if admitted, is not 
necessarily a saving to the community. Unless the money thus saved is returned 
in one. form or another to the community either by remission of taxation or by 
undertaking works of material benefit, there would be no occasion to plead this 
saving to the Government as a reason to excuse the rise in Exchange, if we are to 
judge from the last Budget—the first Peace Budget of the Government of India, 
there seems no immediate prospect of either remission of taxation or undertaking 
of projects of moral or material welfare of the country in the near future. It may 
be that the war had ended but too recently when the last Budget was presented 
to allow us to judge from if of the course of future financial policy > though it will 
be indisputable that for the next generation or so the effects of the war will be 
felt very severely in finance. Even admitting the saving to the Government, it 
must be remembered that while on an average the Home Charges amount to £20 
million, on which t he saving at £1=Rs. 10, would be Rs, 10 crores, the loss to the 
trade, on a total export trade of £200 million would be Its., TOO crores. The saving 
to the Government would have to be very considerable, or would have to be most 
beneficially laid out, if it is to be regarded as an effective counterpoise, for this loss# 
Finallv, tli® argument from Government interest in the matter should not be press¬ 
ed too much. If the Constit utional Reforms promised during the war are accom¬ 
plished in times of peace in the spirit in which they were promised, the influenc c 

* Tfeverthelew sec tl*c Inrlcx number* previously Quoted. 

t See para :>3. Home charges would save its. J2.0 <r6res n year. Re-valuation of English securities 
cost India at 2*.= 1 rupee, 38.0 crores. 





of the Home Charges ought to be a steadily diminishing factor. If the important 
posts in the Civil and Military administration of the Government of India are held 
in increasing proportions by the children of the soil; if the greater portion of the 
public debt of India is held by Indians in this country; if the expansion of Indian 
industries supplies all the civil and military stores wanted by the Government of 

India, the chief items of the Home Charges would begin to be unimportant, _ at 

any rate they would not be sufficient to set off such a considerable loss to the pro¬ 
ducer as to make that factor entirely disregarded.* 


The rise in Exchange, we may take it then, entails a loss on the Indian pro¬ 
ducer without a corresponding benefit to the Government. In the near future ll, o 
argument now frequently heard, that the rise in prices far greater than the adverse 
exchange would make the exporter’s interest automatically safeguarded, cannot 
be sustained. The world price level may, indeed, be maintained, for some time by 
Labour organisation or by State control. But if, as is probable, in the principal 
countries of Europe Labour consciousness succeeds in getting control of the industry, 
it would be more in harmony with the Labour programme to reduce the tax of pro¬ 
fiteers than to maintain a high level of prices. The latter would be a burden on the 
consumer whose ranks are made of a very large proportion of the laboring popula¬ 
tion in every community. The device of reducing the output to maintain the 
prices is a Capitalist threat, which, the intelligent labour organisations of to-day 
will easily see, is inconsistent with the national or even the labour interests. And 
all that labour need in justice claim would be obtained by eliminating the private 
profiteer and his tax on labour or on the community in the shape of high prices. 
Government control of industry, if it does not restrain the selfish capitalist ins- 
iinct, will fare poorly in the face of augmented consciousness of.economic slavery 
of the rest i.f the community to the private industrialist. Besides, it would not 
cjwite be correct to assume that a' high level of prices will be maintained for a conu 
derable penod after the war is'ovcr. The nations of the world who have been 
engaged in the struggle are all debtors enough to need to encourage by every means 
in their power exports. Germany., for one, if it is to pay the promised indemnity 

must not only be not excluded from the trade of the world but will i i 
balance of exports as her only solution The tales wp ,f , U a lar 8 c > 
of marketable commodities in Germany are enough to indium St °S S 
world price-level if dumping on a large scale takes place n ! 10,1 the 
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The only remaining plea that we need glance at in passing is ; should the rise 
in exchange discourage exports, the Indian producer will find a compensation in the 
greater development of the Home market. The war time activity in industrial 
development, the pronouncement of Government in favour of rapid industrial 
expansion, and the ease of getting capital makes people sanguine as to the future of 
industry in India. But the process, to be accomplished so completely, as to absorb 
all the produce of India in the demands of India, must take time. If we are to judge 
from War-time phenomenon it may be said to have set in ; and, if the Government 
of India adopt a change of front and heartily take up the policy of encouragement 
and aid to Indian industries, there may be hopes of a brighter future in that res¬ 
pect. But even if the goal of industrial development is accomplished and India’s 
industrial ambitions are realised, the net result would be a change in the character 
of exports. Instead of raw materials being the principal items of exports, there 
would then be exported the monopolies of India or her manufactures. The 
interests of the exporter will continue to demand public attention so long as the 
principle of nationality is an accepted politico-economic axiom. 


The only sound, permanent solution, then, that we can think of, after a review 
of all the factors bearing on the situation, is the adoption of the Gold standard 
and a Gold Currency. The root of the whole trouble was the refusal of the commer¬ 
cial world to let India have her share in the gold of the world during the last five 
» years. While the gold reserves of the other countries 

u. s. a. £. m. 250 . have increased during the war to the extent of the margi- 

;Ne tiler lands 43* nally noted amounts. India got less than one-fifth of 

Scandinavia. 40! her usual share. The Gold Exchange standard sounds 

perfect in theory ; but it must be admitted to have lamen¬ 
tably broken down in practice. The Government of India'cannot fix an aril 
ficial value for the standard local coin, promise to maintain it at that figure against 
all contingencies, and then, at the first reverse in the bargain, try to back out 
■of the transaction altogether. We would not soy that the breach of faith involved 
in the recent putting up of the exchange was deliberate. But anybody can sec 
it is disastrous. In gold using countries, moreover, the present paper standard 
has put up the price of gold beyond its legally fixed volume ; and the gold producer 
may well threaten the reduction of output if remunerative returns are impossible. 
But in India tbe price of Bar gold at Rs. 33A per tola works out at Rs. 89 per 02 . 
by no means prejudicial to the gold producer. * If left free to settle her trade 
balance in tbe customary manner, India would obtain sufficient gold to keep a 
stable exchange without the artificial meddling with that factor by the Government 
more frequently influenced by fiscal t han by t rade considerations. Gold in circula¬ 
tion moreover, would not only relieve the pressure on silver rupees; it would remove 
the present ominous preponderance in the paper circulation, unsupported by an 

~ ♦ "life ww "written before the public sales of gold had brought down the price of gold to under Bs. 20 

a tola. 



equivalent or even safe metallic Reserve. The apprehension is felt in some quar¬ 
ters that gold in circulation would be inaccessible in times of panic for the settle¬ 
ment of international obligations. Judging from the habits of the people, it may 
be predicted that a certain proportion of gold would be so absorbed as to be un¬ 
available for Currency purposes, though it must be observed that the course pursu¬ 
ed with respect to that metal, during a period when it was really a.commodity and 
not a medium of exchange, legally established and commercially used, will not 
he a good indication for judging a similar tendency when it is made legal tender, 
standard money of the country. A large proportion, however, of the gold coin 
must remain in circulation and be accessible in times of international financial 
difficulties. If it is not so the reason would be the restricted use of bank paper. 
This is, indeed, the gravest of the defects of Indian currency and financial organisa¬ 
tion the absence of up-to-date, flexible banking facilities. With a well developed 
system of banking, adopting metal saving devices like the Giro system of payments 
of the Reisch Bank of Germany, the fears of inaccessible hoards of gold will practi¬ 
cally be groundless. And, if the note issue is handed over to such a Central State 
Bank as alone can claim and maintain the dominion of the Indian Inoney market, 
the use of cheaper forms of currency will be very much encouraged. With a rupee 
of varying value, the paper based on it will always share in the distrust aroused 
by the variation in the value of the principal. The conversion of the notes in terms 
of the gold standard, and provision for immediate convertibility in gold will add to 
the popularity of the notes besides increasing their circulation. And, if in reor¬ 
ganisation of the Currency system, the expedients they have adopted in the United 
States federal Reserve Notes are introduced, we would have a reserve for notes 
which could with the greatest facility be converted into the form of commercial 
credit or Government credit as occasion may require ; at the same time that the 
principle of immediate convertibility and equivalent Reserve are fully mamtained.t 

4 


It is of course true that the changes here advocated, the adoption of the Gold 
Standard, with Gold Currency, the reorganisation of the Note system and the re¬ 
form of Banking in India, will take time. But the moment with the Indian fin- 
change Committee is investigating the whole system will not be badly chosen to 
suggest such fundamental reforms. The plea may indeed be nrged thaftif adopted 
the refonns would become impossible owing to the sheer inability „ W nin gold 
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radical remedy, we fear all other tinkering with the system will only end in making 
the problem perennial, in upsetting trade and industry in India, in gravely pre¬ 
judicing the interests of the Indian producer. 


Since the above was written the Report of the Currency Committee lias been 
published, and action taken thereon. The main recommendation of the com¬ 
mission is to revalue the rupee and give it a 2/- gold basis.* Owing, however, to 
the premium on gold as expressed by sterling price of silver and gold, the 27 - 
shilling gold basis is not the same thing as a 2/- sterling basis. The Government, 
however, have announced their intention to give effect to this recommendation by 
selling Reverse Councils at a rate in sterling approximately the recommended rate 
as calculatd on the basis of the Anglo-American Exchange. The heavy fall in that 
Exchange siiice the Report was written has stultified the recommendation; 
and yet the Government of I dia have offered to sell Bills on London at 
2 /lld. the rupee while the A&glo- American Exchange was below 3.40. This 
Sudden rise in Exchange entirely dislocated the financing of Indian com¬ 
merce. Though trade statistics show a clear balance in favour of India, 
unprecedented damands were made upon the Government for remittance abroadf 
There was more than a suspicion that the demand represented an outbreak 
of unjustifiable speculation encouraged by Government policy, the speculators* 
remitting at 3/- nearly and bringing back their funds at 2/- when it was possible. 
Instead of offering a minimum rate for the Reverse Councils below which tlidy 
would not be allowed to go, Government offered a maximum upto which they 
were prepared to sell—a position quite inconsistent with the theory of the Gold 
Exchange Standard. The funds to meet the Reverse Councils are necessarily to 
be found from our Reserves in England, which; had been built up when the pound 
was 15 Rupees but which are being dissipated when the pound is nearly 7 rupees. 
Government have to confine their offer necessarily to a pre-determined figure 
£ 2,000,000 a week, which is quite inadequate to the present demand; and hence 
also the complaints of discrimination. If the Government, after fixing a 
minimum below which they would not allow the rupee to fall, had kept themselves 
aloof from this business; it is possible that India’s heavy balance of trade might 
have carried the rupee to over 3/- for a time; but if the process of deflation had 
started meanwhile in Europe there is every reason to believe the Exchange 
would have gradually fallen till it reached the maximum prescribed by the 
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Government. For the present the whole Currency question remains a subject of 
violent agitation on the part of the Indian public, and general bungling on the 
, part of the amateur financiers of India.* 


It is more than a year since this chapter was written. The author still keeps 
to his main contention that the only true and effective remedy is to introduce 
a, full, free, honest gold standard and gold currency, and place it—by 
Legislative sanction—beyond the tinkering of all amateur financiers 

The appendix to this work attempts to give effect in a concrete form to 
his main suggestions. The recent fall in exchange to below 1/4 d. 
(m April 1921) is the unavoidable result of the suicidal policy of our Govern¬ 
ment, which incidentally lost us 35 crores, and brought us no nearer to a fixity 
of Exchange than wo were before the Reverse Councils were sold ' in' 1920. 
J lie increasing depression asserting itself as an aftermath of war in all 
the principal countries of the world, revival of Indian foreign trade is impossible 
so long as the Indian public lacks confidence in the currency policy of India; 
and that confidence will not be restored until the measures suggested in the 
appendix more concretely are in one way or another given effect to. 
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APPENDIX 


Whereas it is expedient to consolidate and amend the law relating to Gold, 
Silver, Bronze and Nickel coinage current in the British Indian Empire, as also 
the Law relating to the Paper Currency and the Mint in the British India Empire; 
as also the Law governing the Standard of Currency and the Legal Icndei Mone\ 
and Token Coi'ns in the said British Indian Empire, together with the Law relating 
to the Imperial Bank of India. 

PRELIMINARY. 

i 

J. THIS ACT MAY BE CALLED THE INDIAN CURRENCY (CONSOLI¬ 
DATING) ACT OF 1922. 

It extends to the whole of the Indian Empire, inclusive of British Baluchistan 
Santhal Parganas, the Pargana of Spiti and, all the Native States in alliance with, 
and acknowledging the suzerainty of, the Govcrnmen' of India under the British 
Crown. 

This Act shall come into effect from the first day of January of the Year One 
Thousand Nine Hundred and Twenty-Two A. D., except and unless as specially 
provided for in the body of this Act to the contrary. 

2 . This Act shall be deemed to be of the nature of a “ Constitutional Act. ” 

ft 

which shall not be capable of repeal or modification except by another act of the 
Legislature, passed by a majority of three-fourths of the members present, and 
provided that a notice of at least six months shall be given to insure a full-discus* 
sion of the proposed change. 

DEFINITIONS. 

o. In this Act, unless there is anything repugnant to the subject or context, 

(c) STANDARD GOLD ” or “ STANDARD SILVER’ means Gold 
or Silver eleven-twelths of which is pure metal and onc-Mclth 
alloy. 

(b) STANDARD WEIGHT means the weight prescribed for any coin. 

(c) " DEFACE ” with its grammatical variations and cognate expressions 

includes clipping, filing, Stamping or such other alteration of the 
surface of the coin, or of its shape as is readily distinguishable from 
the effects of reasonable wear. 

(d) f- MINT ” includes the mints now existing and any others which may 

hereafter be established. 
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( e ) " PRESCRIBED ” includes prescribed by a rule made under this Act. 

(/) “ REMEDY ” means variation from the standard weight and fineness 
prescribed by this Act for the various coins. 

4. The Ciovernor-General-in-Council may, by notification in the Gazette of 
India, 

(a) establish a Mint at any place at which the mint does not for the time 

being exist, and authorise such Mints to issue coins mentioned in the 
Gazette of India instituting the Mint; and 

(b) Abolish any Mint whether now existing or hereafter to be established. 


STANDARD OF CURRENCY. 


/ 


COl D standard' S ' VStem in Tndia " sha11 be organised on the basis of the 

G. The “STANDARD OJ? CURRENCY ” shall be a Gold Mohor of the 
weight and fineness of the English Sovereign containing 123.27447 grains troy 
of gold eleven-two!tbs fine.j.c.,- containing 113.0016 grains troy of pure gold and 
10.27287 grains troy of alloy. 

% 

7. These coins shall be coined freely at the Mint in India at the rate equal 
to £3 17s. 10£d. in Indian currency per oz. of gold. 

S. The Mint shall not ordinarily take more than a fortnight for coining the 
gold tendered at the Mint for that purpose. 

9. The Imperial Bank of India inav, as hereinafter provided, receive Gold 
bull, on and givo.nexchaifeo gold coin or Cnrrcnoy Notes at the rate equal to 
£3 17s. yd. in Indian currency for every ounce of gold. 

lion IoJk’T r ,h T V T* °‘ * H * Act ta that W ' alf stained, the disere- ' 
o the Bank aforesa,d in offering notes or gold coin in exchange for the bullion 
tendered for conversion shall be absolute. 

i. \ 

11. The Mint in India shall not coin anv other p n u „ • . ,, , 

as provided in this Act. 1 ° W COm ® XC6 ^ the Mohor 

Roy ’r MbHn C ,rre“ ta f “ “* Ro >’ al Mi “‘. « * any of the branches of the 
revl , ri ' Sl ’ ^ s ^ a R be legal tender in the Indian Empire, 

United K inmic in' '' ' °' ° le '^ n9 ° r *' a ll-Sovereigns which are legal tender in the 

’ll 

1.3. All other gold coins shall Tie receivable at the Mint, or by the Iniporial 

ii i ^ (s bu * bou > 01) d shall be converted on demand by the aforesaid 

Baul' at the rate mentioned above. 
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SILVER COINAGE. 


14. The Mint shall coin, for issue under the authority of this Act, silver 

coins called the Rupee and the half rupee. •* tf 

15. The Standard weight of the Rupee sl^Uj be one hundred and eighty grains 
Troy, and its Standard fineness shall be as follows : viz., eleven-twelths or one 
hundred and sixty-five grains of fine silver, and onc-twclth or fifteen grains of alloy. 
The weight of the half rupee shall be 90 grains troy. 

10. The Rupee shall be taken as equivalent to 1/15 of the Gold Mohor. 

17. No other silver coins shall be coined at the mint under the authority of 
this act for purposes of circulation in the Indian Empire as currency. 

18. The smaller silver coins, viz., the quarter rupee, and the one-eighth of 
a Rupee shall be demonetised- They shall be received at the Mint or at the Im¬ 
perial Bank, after sufficient notice has been given of the coming into force of this 
Act, for exchange against full Rupees, or Currency Notes, to the full extent of 
their nominal value or gold within the Legal Tender limits as prescribed by this 
Act. The period prescribed for exchange of small silver coins may be 
extended by the Governor-General-in-Council on a Resolution of the Legisla¬ 
tive Assembly, specially passed in that behalf. 


LEGAL TENDER. 

19. The Gold Coin, prescribed as Standard of Currency by this Act, shall be 
a full legal tender in payment or on account, provided that the coin 

( a ) has not lost in weight so as to be more than 1% below the Standard 

weight, and 

(b) has not been defaced. 


20. The Silver Rupee and half Rupee shall be legal tender in payment 
or on account for sums no! exceeding one thousand rupees at- one time, provided 
that the coin 

(a) has not lost in weight so as to be more than one per cent, below Stan¬ 
dard weight, and 
(Jj) has ,not been defaced. 

The limit of legal tender of the silver coins may be progressively reduced at 
intervals of not more than a year by resolutions of the Legislative Assembly (ill 
the limit i» reduced to one hundred rupees at one time. 

21. The payment of Government (axes .shall be made in gold, in respect of 
the Customs duties arid the Income Tax, or in the notes of or drafts on the 
Imperial Bank. All other revenues «»f the Government may be paid in any 
form of legal tender money. 

22. Notwithstanding anything contained in the next foregoing section, the 
Government may, bv an order of the Governor-General-in-Council, direct the tax 
collecting officer to accept payment of government- dues in the silver coin of the 
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Indian Empire irrespective of the legal Tender limit, except in the case of the Cus¬ 
toms and Income Tax receipts, which shall be paid as directed by the preceding 
section. 


OPEN MINI’ FOR GOLD. 

23. The Mint in India shall coin gold into the Standard Coin free of charge 
to the public. 


24. The Mint in India shall not be open to the public for the coinage of any 
but gold coins. 


25. In the making of Gold and Silver coins a remedy shall be allowed of an 
amount not exceeding the following: namely. 


Coin 

remedy in weight 

remedy in fineness 

Mohor 

five-thousands 

two-tliousands 

Rupee 

Five-thousands. 

Two-thousands. 


i \ ,, 

NICKEL COINS. 


) 



26. The following nickel coins shall be coined at the Mint for issue uinfer the 
authority of this Act, viz., a Four-anna piece, a Two-anna piece, and a One- 
anna piece. No other nickel coins shall be coined at the Mint- 

27. The Standard weight of the Four-anna piece shall ije' Seventy-five 
grains Troy, and of the Two-aim@. piece Sixty grains Troy.- The Standard weight 
of tiio One-anna piece shall be fifty grains Troy. 

28. In the making of the nickel coins a Remedy shall be allowed of an amount 
not exceeding one-fiftieth of the weight. 

V 

BRONZE COINS. 

29. The following Bronze coins shall be coined at the Mint for issue under the 
authority of this Act, namely, 

(a) A. Pice or quarter anna, 

(b) A half-pice or one-eighth of an anna, 

(c) A pie or one-third of a Pice, and ‘ ) 

(d) A double Pice or one-half of an anua. 


30. The Standard weight of the pice shall be 75 grains Troy, and the otjie* 
bronze coins shall be of proportional weight. 
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31. The Bronze coins shall be coined, from a mixed metal consisting of copper, 
tin and zinc, in the proportions as now,obtaining. 

♦ x y 

32. In the making of the Bronze coins a remedy shall be allowed not exceed¬ 
ing one-fortieth of the weight. 


33. The Nickel coins, specified in section 26. of this Act, shall be legal tendei 
in payment or on account as follows:—namely, 

(a) The Four-Anna piece for a sum not exceeding five rupees. 

(b) "The Two-anna piece for a sum not exceeding tw 0 1 upees. 

(4 The One-anna piece for a -sum not exceeding one rupee. 


34. The bronze coins specified in section 20 of this Act shall be legal tender in 
payment or on account for a sum not exceeding one rupee at the rate of s.xty-four 
Pice for the. rupee or one hundred and ninety-two pies for the rupee. 


DIMENSIONS AND DESIGN. 

35 . The Governor-General-in-Council may, by notification published in the 
Gazette of India, direct the coining And issue of all coins referred to in the several 
preceding sections, and determine the dimensions of and designs for these several 
coins; Provided that the dimensions and design of the Standard of ( urrency, 
viz. the gold Molior, shall be the same as those accepted for the Mohor coined 
in India in 1917 and shall not be capable of alteration except by a resolution 
of the Legislative Assembly, passed by a three-fourths majority of the members 
present. 

njf'' 

36. Until the Governor-General-in-Council otherwise determines by noti¬ 
fication under section 35 of this Act, the dimensions and designs on t he silver Rupee 
and half rupee shall be those prescribed for the Government Rupee under the 
Indian Coinage* Act, 1870, and that the same shall bo observed by the Mint at the 
time of the eommencoment of this Act. 

37. For the other coins issued under the authority of this Act the Dimensions 
and Designs shall be those now in use for the similar coins issued under the Indian 
Coinage Act of 1870, provided that" the dimensions, and designs on the new nickel 
coins shall be those now prescribed by law for those coins. 

3g All Silver and Copper coins Tailed under the Acts XVII and XXI of 
1835 XXI of 1838, XXII of 1844, XIII of 1862 , and the Indian Coinage Act of 
] 37 a nnd declared, by those acts to be legal tender, shall continue to be legal tender 
j,- the manner prescribed by the several foregoing sections of this Act, provided 
that the Governor-General-in-Couucil may, by proclamation in the Gazette of 
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ndia, declare those coins to be no legal tender after a specified date, before which 
they may be received at the Mint, or at the Imperial Bank of India, to be ex¬ 
changed for an equal number of the like new coin** issued under the authority of 
this Act. 


39. Subject to the provisions of this Act, no changes shall be made in the 
currency organisation established by and under the authority of this Act by any 
administrative action of the Governor-General-in-Couneil. 


•10. The Mint shall not be regarded ordinarily as an earning Department 
of the Government, but shall be conducted as an institution primarily meant for 
the public benefit. 

,, . ) - ' 

41. The profits resulting from the coitiage of Silver, Nickel and Bronze 
coins shall be applied in the following order, viz : 


(a) To the upkeep of the Mint Establishment. 

(b) To the purchase of bullion for iuferior coinage, below the Standard 

of Currency. 

To a Reserve Fund, if the profits are in excess of the Mint Expendi¬ 
ture unci' the Bullion purchases, provided that the Reserve Fund so 
constituted shall be used to support the Paper Currency in case of an 
unexpected, heavy demand for conversion. 


(<o 


w 


42(1) The Reserve Fund mentioned in clause (c) of Section 41 shall be 
kept in gold and shall be entrusted to the Imperial Bank of India 
for safe-custody on account, of the Mint, provided that the said Bank 
shall have authority to use that Fund to meet a demand for the con¬ 
version of notes inVhe event of the ordinary resource* at the disposal 
of the said Bank being insufficient for the purpose. 


( 2 ) 


The Bank shall [.ay interest at the rate of 5 per cent per annum for the 
use of the Fund for the purpose stated in this ict, and during the 
period that the Fund shall not have been replaced by the B uil- 

DEFACEMENT CF COINS. 


43. Where any gold or silver coiu, which has been i j . \ 
the authority of this Act, is tendered to any person u t " ^ 

toneral-in-Couucil or by the Local Government to act imdw th^W ^TTT 
person lias reason to believe that the Coin ^ * * C ’’ am ‘ llc l 


(.0 has been diminished in weight so as to be more than snoh percentage 
below the standard weight us may be prescribed as the limit of 
reasonable wear, or 


( b)> lias been defaced 

he shall, by hunseli or another cut or bivuk the coin. 


11 f!f 


44. A person cutting or breaking a coin under the provisions of clause (a) 
of the next preceding section shall observe the following procedure, namely, 

(a) If the coin has been diminished in weight so as to be more than such 

percentage below standard weight as may be prescribed as the limit 
of reasonable wear, but not more than such further percentage pro¬ 
vided in this behalf, he shall either return the coi/j, or, if such 
person so requests, shall receive and pay for the coin at such rates as 
may be prescribed in this behalf, and 

(b) If the coin has been diminished in weight so as to be more than such 

further percentage below standard weight so prescribed, as aforesaid, 
he shall return the pieces to the person tendering the c.oin, who shall 
bear the loss caused by such cutting or breaking. 


• 15 . A person cutting or breaking a coin under the provisions of clause (b) 
of section 14 shall observe the following procedure, namely, 

(a) If such person has reason to believe that the coin has been fraudulently 

defaced, lie shall return the pieces to the person tendering the coin, 
who shall bear the loss caused by such cutting or breaking; 

(b) • If such person has not reason to believe that the coin lias been fraudu¬ 

lently defaced, he shall receive and pay for the coin at its nominal 
value. 


46. • If a coin is liable to be cut or broken under the provisions of both clauses 
oi .section 43 of this Act, the person cutting or breaking the coin shall keep it,— 

(a) If he has reason to believe that the coin has been fraudulently defaced 
under clause (a) of section 45, and 


(b) In other cases under section 44 of this Act. 

»ld or silver coin, purporting to be c °i“®d 1 '' * ' 

the authority of this Act, is tendered to any person authoiisec j> , 

General-in-Council, or by a Local Government, to act .under this ‘ ' 

person lias reason t'i bcli,'Vi, that the coin is counterfeit, lie shall, by lmsc or 
another, cut or break the coin, aud-may, at his discretion, either return the piuo 
to the tenderer who shall Bear the loss caused by sucb cutting or-breaking, oi 
receive and pay for the coin according to the value of the bullion contained in it. 


J8 The Governor-General-in-Council may make rules to carry out the pur¬ 
poses ami objects of. this Act, 

49. In particular, ami without prejudice to the generality of the nest preced¬ 
ing section, such rules may 
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(a) Reduce the amount of Remedy allowed, except In the case of the Stan¬ 

dard of currency, by any of the preceding section in the case of the 
coiiis issued under this Act, 

(b) Provide for the guidance of persons authorised to cut or break coins 

under ss. 43 to 46 of this Act, 

(c) Determine the percentage of diminution in weight below standard 

weight, not being in any case less than two per cent, which shall be 
the limit of reasonable wear. 


(d) Prescribe the further percentage referred to in (a) of section 44 and 

the rates at which payments shall be made in the case of coins fall- 
ing under the same clause. 

(2) Every such rule shall be published in the Gazette of India, and all such 
publication shall have effect as if enacted in this Act. 


HO. No suit or other proceeding shall lie against any person in respect of 
any thing done or intended to be done in good faith, under or in pursuance of the 
provisions of this 'Act. 


PART II. 

FIDUCIARY MONEY. 

51. A Currency Note shall he a Note issued by the Imperial Bank of India 

under the Authority of this Act, and expressed in the fonn of 1 a'promise to p av 
on demand the sum specified in the Note to the bearer thereof. 1 " 

A', ■ ... . " i\ « 

52. Except as provided in this Act, no person or corporation in the T v 
Empire, other than the Imperial Bank of India, shall draw, accept, make n 

ony bill of Exchange, Hundy, Promissory Note, or engagement for 2 . ^ 

money payable to bearer on demand, or borrow, owe, or take m> „ . P&yment of 

of money on the bills, hundies, or Notes payable to bearer on deo ^ 01 SUm f 
person. emand °* any such 

Provided that cheques or drafts payable to bearer i 
may be drawn on bankers, shroffs, or agents bv tl. '. temand or otherwise 

respect of deposits of money in the hands f iV " < UStotuers or constituents in 
and held by them at the credit and disiww. i* * KaiJierS; Shroffs or Agents, 
Drafts. a °* Persons drawing such cheques or 

* ' * 1 *i ■’ Dfi 

y „ >1 ' 'son (,ontia\ening the provisions of the next preceding section, 

£IT TT° a by “ or a Magistrate of the iL Class, 

ment in ^° qUttl l ° tLo amouilt of % Bill, Hundi, Note, or Engoge- 
ment m aspect wR.,, of the offence is committed 

57 


!;» It* 
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DENOMINATION OF NOTES. 


54. The Currency Notes shall be issued Ms under, namely in the den6mination 
of Five Rupees, Ten Rupees, Twenty Rupees, Thirty Rupees or Two Mohors, Seven¬ 
ty-Five Rupees or Five Mohors, Ten Mohors, Twenty Mohors, Fifty Mohors, One 
Hundred Mohors and Five Hundred Mohors, in such numbers and at such time* 
as may be determined by the Bank aforesaid, under a minute of its Board of Dirto 
tors to that effect, or under an order of the Committee of Supervision. 


CONVERTIBILITY. 

55. , The Currency Notes shall be payable, when presented to the Imperial, 
Bank for that purpose, in Gold coins of the Indian Empire, provided that Notes of 
small denominations, namely, Five Rupees and Ten Rupees Notes,—may be paid 
in silver, the lawful silver money of the said Empire, and within the limits of 
legal tender as prescribed by this Act. 

LEGAL TENDER 

56. The Currency Notes shall be legal tender in payment or on Account in 
the same way as the Standard of Currency. 

57. The Imperial Bank of India shall provide through its head office Currency 
Notes of the denominational values prescribed by this Act, and shall supp y 
Branch Offices, and the Agents subordinate to the Brancn Offices, vitli sue 

as they need for the purpose of this Act. 

58. Every such Note shall bear upon it the name of the 'J own and of the 
Branch or Agent .of the Imperial Bank through which it is issued. 

59. Every such Note shall be worded so as to be a clear obligation of the sm 
Imperial Bank of India, and shall be signed by the General Manager of 1 ^ 
perial Bank of India, or any other officer of the said Bank specifically au 01• 
under the constitution of the said Bank to sign on behalf of the said Bald 
obligations of the said Bank. Such signature may be impressed on the Notes 
by machinery and when so impressed shall be deemed to be valid signature- 


ISSUE OF NOTES. 

(50. The General Manager at the Head Office and the Branch j\Jai ,a n f ^ ] ia ]f 

Branch Offices and the Agents in other places specially authorised in that 
shall issue in the name and on behalf of the Imperial Bank of India t- uuenc) 
Notes of the denominational values prescribed by this Act in exchange for the 
amounts thereof in Gold coins issued under (his Act. or Gold bullion at the 
rate prescribed.by this Act in that behalf, or m rupees to the extent of not more 
than one thousand Rupees at one time. 


appointment and status uf officers of the bank. 

6 , All officer o£ the i»peri.l Uok ot Mi. 
inder Hie provision ol tta Mt, md outkoM to provide, ago, » « 
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the Currency Notes, shall be appointed by the directors of the said Bank subject 
to the approval of the Governor-General-in-Council. 

NOTES OF BRANCHES OR AGENCIES CLOSED. 


G2. When a Branch Office of the said Imperial Bank or an Agency for tl e 
purpose of Note issue has been closed, the General Manager of the said Bank 
shall, under the authority of a resolution of the Board of Directors specifically 
passed for the purpose, and approved by the Government of India, direct, by 
notification in the Gazette of India and such-other local papers as may be circulat¬ 
ing in the district in question, that with effect from the date of the closing of such 
Branch or Agency, all Currency Notes issued therefrom shall be deemed to have 
been issued from such other office as may be specified in such notification. 

NOTES NOT LEGAL TENDER IN PAYMENTS BY THE BANK. 

o:;. The Notes of the Imperial Bank of India shall not be deemed to be legal 
tender by the said Imperial Bank of India at its Hoad Office or any of the Branch 
Offices, but the Agents shall be exempted from the operation of this section unless 
the said Bank has specifically notified to the contrary, and unless the Agent has 

agreed to take upon himself on behalf of the Bank the liability imposed by this 
section. 

RESERVE AGAINST THE PAPER CURRENCY. 


c t. The whole amount of the Currency Notes at any time in circulation shall 
not exceed the total amount represented by Gold coin and Bullion and the lawful 
silver coin of India and the sum expended in the purchase of securities which are 
held by the Imperial Bank of India at its Head Office and the various Branch Offices 
in India as well as by the Agents of the Bank for the purpose of meeting the Curren¬ 
cy Notes as a Reserve to provide for the satisfaction and discharge of the said Notes. 
The said Notes shall be deemed to have been issued on the credit of the Imperil! 

■ of India as weU as on the 8ecurit y of the said Gold coin and Bullion and sib 
coin and securities reserve. Ver 


(. ). I 01 the purposes of tV next foregoing section Currency Notes v 
have not been presented for payment within forty years of the date of 
8 ,a Je deemed not to be in circulation; provided that all Notes 1 l .T ^ 
this section to be not in circulation shall nevertheless be doon l 
issued on the credit of the Imperial Bank of India and si n -t° / ^° 
presented for payment, be paid from the reserve o! , hl ’* ’ 

to the revenues of the saivl Bank. " <Ut be charge 


Rfi mi . " T0TAL PAPE{ * CURRPNcv 

66. The total amount of the Notes at *■^ CY ’. 

idred and h'if+„ n. J tune ln Circulation shall 


not exceei 


One Hundred and Fifty Crores of Rupee, i„ “ * CU '° 

lion Mohors Th,t ,, , u ' able equivalent to one hundred mil 

inereatdl ’T ettWW * thi.' section m, ft 

tive • , | PPn0C s P eci ded under thaauthority of a resobitiou of the logisla 

evceedin d'* *' an ol 'b i of the Governor-Gencral-in-Council for a period no 
exceeding, threem^hs. 
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TEMPORARY INCREASE IN PAPER CIRCULATION. 

67. In the event of the circulation of the total number of Notes of all deno¬ 
minations being temporarily increased in the manner provided for in the next 
preceding section, the Bank shall pay a tax of five per cent, per annum on the 
average excess of circulation*during the period that the operation of this Act was 
in abeyance as regards the total amount of Notes allowed by S. 66 of this Act 
to be at any time in'circulation. 

RESERVE AGAINST TEMPORARY INCREASE. 



68 . The Imperial Bank of India may, during the period of temporary increase 
in the circulation of their Notes, hold the required reserve under this Act partly in 
Gold Bullion and coin and the lawful silver coin, partly in securities different from 
those prescribed by this Act. Provided that such other securities be Bankers’ Accep 
tanceSt or g6od trade bills drawn against actual commercial transactions and se¬ 
cured by the goods'or values forming the subject-matter of sucli transactions, 


and having at least two well-known signatures by way of indorsement, one of which 
shall be that of a'Bank; and having not more than sixty days to run. the Imperial 
Bank of India sh&ll not be permitted to regard as good bills or securities under this 
section any advances made by itself on personal security of its customer, or on 
the security of immovable property whether urban or agricultural, or the stock 
in trade or any other similar security. But nevertheless it may consider as good 
securities within the meaning of this section any advances by a Banker or Shroff, 
who is himself a client of the Imperial Bank of India, and re* discounted with the. 
Bank aforesaid notwithstanding the fact that such banker or* shroff has himself 
advanced to his client on any of the securities considered insufficient or ineligible 
for advances by the Imperial Bank of India under the provisions of this section and 
for the purpose of securing a temporary increase in the Note issue. 




i 


i«i;j 


BULLION AND COIN IN RESERVE. 

(I) The reserve prescribed by this Act and held by the Imperial Bank o 
India for the security of the total Note circulation shall consist in the uiannei 
provided belov., namely, not less than seventy-five crores of Rupees, or half the 
total amount of the authorised circulation, shall be in Gold coin or Bullion and 
* the lawful silver money of the country, and the other half or Seventy-Five Crores 
shall be in securities as prescribed in the following sections ; provided that t c 
amount of silver money held in the reserve under the authority of this Act sha 
not exceed forty per cent, of the total reserve held in specie, or such other amount 
as may be equal to the * total value of Notes of denominations below two 
Mohurs as may at any time be in circulation, or whichever of tlip two is tlie 


smaller amount. - 

m j f „ t aDV time the actual amount of Notes in circulation is below the autho- 
, the reserve to be held in specie as provided by section 69 para one 

i Zwaterf i. tte proportion ptafed * «*■« this M<i 

not fixed at Seventy-five Crores of Rupees. 
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SECURITIES IN RESERVE. 

70 . The securities to be held in the reserve against the total amount o l Notes 
in circulation under the provisions of the next preceding section shall be (1) the 
securities of the Government of India payable in the Indian Currency in India to 
the extent of not less’than fifty per cent, of the total reserve held in the form 
of securities ; provided that the loans issued by Local Governments, Municipalities, 
Port Trusts and such other Public Corporations working under the authority of 
the Government of India shall be regarded as and included in the securities 
described as the securities of the Government of India; (2) the remaining securi¬ 
ties may consist of interest bearing bills, bonds, drafts issued by the Railway Com¬ 
panies, Tramway Companies, and other semi-Public Corporations, not connected 
witli the Government of India, and bills of exchange, drafts, hnndies, and other 
good commercial paper, having not more than six months to run, and arising out 
of genuine commercial transactions involving the import or export of goods, or 
the domestic shipment of goods with documents conveying or securing title at¬ 
tached, and hearing at least two well-known signatures one of which must * he 
that of a recognised Banker or Shroff, who shall he himself a client of the Imperial 
Bunk of India; provided that the commercial paper declared to be eligible as se¬ 
curity against the Note issue of the Imperial Bank of India shall be. taken in 
the hooks of the Bank at the actual purchase price and no more. 

71. The securities of the Government of India held in reserve against the 
. Notes m circulation shall be held at the head office of the Bank aforeslid These 

and othet securities may at any time he sold in open market or converted, or re¬ 
deemed or renewed, by the General Manager under the authority of a resolution 
oi the board of directors specifically passed in that behalf, and the proceeds of 
the securities thus sold shall ^ employed as directed by the resolution aforesaid. 

INTEREST ON SECURITIES. 

7-. The nit nest and other income accruing from the securities h li 
reserve agatnat the Note-tame My be considered „s the normal income!,, ^ “ 

and be available lor the purpose of declaring a dividend. °‘ “» *“* 


73. 

duties 


taxes and stamp duties. 


3. The Bank shall be exempt from the payment d 11 
in respect of f he Note issue in exchange for a In, * 3tamp &nd ° Uler 
Fifteen Lakhs a year : provided that this exemption . u SUIU P a >' nieut of R "pees 
tax or tux on the profits of the Bank, or any otl • i . Dot ' a PP ! >' to th e income 
which falls upon the recurring income of tl * T ' >y whatsoever name known 

immovable property owned or possessed by ^ 8haU include tbe tax 011 

74 \ .. PER10D, cal statement of accounts. ' 

securities held as part^of'tlie^P^^ am ° Ut 'j i mterest or profit accruing on the 

incidental tkereto^iall he , I y TT' a “ d * he ox P oases md oh * r S* 3 

and he placed before the Le ’ 'l r by Thu f}enel ' al of tiie BaDk 

P .t oetore the Legislative Assembly of the Indian Empire. 


DEPRECIATION. 

75. A depreciation fund of five per cent, of the total reserve held in the 
shape of securities shall be formed out of the total income from these securities 
and shall be set apart for the purpose of making good any loss to the reserve sus¬ 
tained by the depreciation of any security. No credit shall be allowed to be taken 
by the Bank for any appreciation of any security. 

NOTES NOT TO BE HELD IN RESERVE. 

76. Notes of the Imperial Bank of India in the hands of the head offices or 
any of the branch offices of the said Bank shall not be considered as lawful money 
for the purpose of the Reserve required to be held against the Notes in circulation 
under the provisions of this Act. 

77. Every Branch Office and every Agent, with the exception of the chief 
Branch Office in a Province or in a Foreign Country, shall immediately return to 
the head office of the Bank aforesaid all Notes issued by the said Branch against 
eligible commercial paper and returned to the Branch on the maturity of the 
discounted paper and its payment by the parties concerned in lawful money. 
The Head Office shall either destroy the Notes so returned and against which there 
is no reserve or the portion of the reserve covering these Notes lias automatically 
ceased tp exist, or re-issue them against acceptable money or security. A margin 
of five per cent, of the total Notes issued to a Branch and circulated through that 
Branch may be allowed to be held by that Branch as till money for the Branch, 


WEEKLY STATEMENTS. 

78. An abstract of the accounts of the paper currency operations of the Im¬ 
perial Bank shall be made and published in the Gazette of India four times a month 


showing:— 

(1) The total amount of the currency Notes in circulation. 

(2) The'amount of coin and bullion reserve, distinguishing gold from 

silver, and coin from Bullion in the case of Gold, and showing 
separately any amount not actually in the hands of the Bank but 
transit, and considered as part of the reserve. 

(d) The nominal value of the price paid for and themniket piic . 

securities held as part of the reserve, showing separately securities 
of a commercial kind, aud distinguishing between securities of this 
latter description held in India and. those held outside India as 
also those held by the head office and those in tte possession 
of the Branch Offices. 


plates and dies. 

79 Anyone who possesses without lawful excuse the plate or dies from 
KM, ttc No.« of the Imperial Banff of India arc printed or rs found 
, be in possession of the stamp of tier, signature to be impressed on each 
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of the Notes issued by the Imperial Bank of India without lawful excuse, and is 
prosecuted before a Presidency .Magistrate or a Magistrate of the first class for the 
ofience of forging counterfeiting or uttering a forged or counterfeited note, knowing 
it to be so forged or counterfeited, or aids or abets any one in forging counterfeiting 
or uttering forged or counterfeited Notes, shall, on conviction be liable to a fine of 
not exceeding five Thousand Rupees for the first offenee or imprisonment for 
not more than a term of two years with hard labour, or both at the option and 
discretion of the .Magistrate trying the case. Any one found guilty of any of the 
offences detailed above more than once shall on conviction be liable to a sentence 
of transportation for life. 


PART ML 

IMPERIAL BANK OF INDIA. 

80. The constitution of th.e Imperial Bank of India its direction and manage 
men shall be provided by an Imperial Bank Charter Act to be specially passed 
by the Legislative Assembly in India in that behalf, subject to the following 
general principles namely: 

(1) The Bank aforesaid if a private corporation whose capital is required 

to be subscribed to by private individuals shall allot fully paid shares 
to the state of not less than one-third of the total authorised capital 
of the Bank ii exchange for the Bullion and coin reserve now held 
by the Government of India against the Notes now in circulation 
or such other securities of a like nominal value as may b'e prescribed- 
by a resolution of the Legislative Assembly specially passed in 
that behalf. 

Jiflil II 

(2) The Government of India shall be entitled in .virtue of their proprietor 

ship in the Bank to nominate one-third of the dirtetantaf the Banl- 
aforesa’d either from among the officers of the finance department of 
t e Government <jf Lidia or the members of the Legislative \ssemblv 
and the Council of State or any other Non-Official persons ur b di ^ 
at the discretion of the Government of India. And j- °1 ° 
appointed by the Government of India shall vnt - ' ire . C ° r 

with their judgment or the directions of the Cot. ° ^ acc ° 1 an ° c 
specially issued to them on a particular <mosf C,lnmtiut 0 nf a 
E“ l ***»* »« discussion and .lisped C0 " U ® 


( 3 ) 


The Finance Member of the Council nf n 
be Ex-officio Preside o! , k . ’ "government of India sh 

committees of the board r ’ ' ° Dlrwtors as wel1 as of su 

i , . " 1 * lua y be appointed from time to time 

deal with (be question of the increase of Note issue, porihase 
maiu_unent of uo'ftrloans of the Ctovernment of India, mai 
n invested reserve against the paper Currency ami i 
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such other questions directly affecting the public at large. In all such 
matters the president of the board or of the Committee shall have 
a casting vote in addition to the ordinary vote as a member, and 
shall have the right to postpone the decision by a minute of dissent 
pending the orders of the Government of India or a resolution of the 
Legislative Assembly on the point involved. In matters not directly 
affecting the public interest the president of the board shall have 
only a casting vote in the event of members being equally divided. 


<SL 


(4) All Officers of the Bank aforesaid in any way concerned with the main¬ 
tenance or management of the Note issue and circulation shall be 
appointed by the directorate of the Bank subject to the sanction 
■of the Government of India. Officers thus appointed shall have all 
the rights obligations privileges and duties of public servants 
in general and shall be subject to the Government Service 
Regulations. 

functions of the bank. 


81. The functions of the Bank aforesaid shall include, subject to the 
Provisions of the Bank Charter Act, the following. 

Namely, 


(1) To discount Indian Rupee trade bills maturing within the maximum 
period of six months subject to a minimum rate fixed from time to 
time by the Board of Directors of the Bank. 

(2) To rediscount Good trade bills bearing the endorsement of another 
Bank or Shroff or one of the clients of the Imperial Bank itself sub 
ject to a minimum rate fixed for the purpose by the Director of the 
Bank from week to week. 


(3) To make interest bearing loans subject to the condition of a minimum 
rate of interest prescribed from time to time by the Directors afore¬ 
said on such security as may be permitted by the Bank Act. 

(1) Xtt buy and sell Gold and silver Bullion in India 01 outside India 
subject to the provisions of this Act and of the Bank Charter Act. 

(5) To accept deposits on interest subject to a minimum day to day balance 
being maintained by the depositor and allow interest for the same at 
a rate prescribed by the directors aforesaid ; and to a^pept deposits 
without interest up to any amount liable to be withdrawn at not loss 
than one week’s notice or on demand os may have been specific-all} 
agreed upon between the Bank management and the depositor. 

m To receive valuable goods for safe keeping, with or without a charge 
' a3 prescribed by .tbe directors from time to time. 
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BRANCHES. 

H 2. Subject to the provisions of the Bank Charter Act the Bank aforesaid 
shall 'open Brandies as follows:— 

(a) Wherever the necessity for the issue of Currency Notes requires a 

Branch., i.c., in oven- Town in India with a population of twenty 
thousand inhabitants or more, or in every Town which is the head 
quarters of district, administration, or the capital of a province or 
Native State, or the junction of two Railway lines or more. 

(b) In the chief European and other countries as laid down by the Directors 
(O And shall have accredited Agents appointed under the authority of 

the Board of Directors of the Bank in every village which i, tl,. 5 . i 
Quarters of a Sub-Divisic^al Office or The place witl 

rrr TeW <>f ita °'™ 

anv of the classes mentioned in clause (a) of this section. 

tw. The Branch Managers shall be appointed by the Directors of +v p i 
subject to the approval of the Government of India. ' >e ank 

84. The Branches and Agents shall forward to the ti. i run 
Telegraph after business hours an abstract account of tie blwP 7 ^ 
or Bullion the amount of Notes held in hand <n issued tl T ° 01 " 

sneh other information ... V mav relate to the Note system f Tuf t BnU1Ch ^ 

-So. Il.ere shall.be established a branch of the Imperial i>. , • 
which shall be regarded as being the Head Office of all tl i> ,4 ° nd( ? n 

Bank ol India „„ y *«n ft to i„ „.c ™ H “* % « 

exchange facilities to the Indian Trade,, , vith ‘ ,p '“offering 
Branches shall be free to do the business ordin T , * co,,mt ea - s nch foreign 

,a„d Branches of the Bank Media ^ ^ 7 *"* 

particular the London Branch shad ££*7 ^>1,0 proves » this Act. lu 

(«) Selling drafts „„ India citl er . 7* ^ 

**«, eisHi itrtr r* 

pu 1C at large at a rate announced from time t f ^ 1 ° r frotn the 
1 ranch as the minimum rate for the purpo^ ° ' lU ° b -V London 
The rediscount of sterling biUs if necessary 

Receiving deposits from its customers u v " '* *’ be ® au ^ England, 
of interest for such deposits in J\. . n ^ a ud at the ciu-reut rate, 
of reserve as may be prescribed h A?"' SUbject to such conditions 
01 t ie '' 1,1 * e ' s ma< le under the m- ■ * G of directors in India 
Act Pl0V,S1< ^ * the Charter Act or .his 

(d} Growing f 0] . sl r 0lt pei - ods { 

ytoek Banks in Eua] !ln i . ,"! of England or other J oiittt 

securities as mav l~ ,' l,K ,!,J 4ing money for short term on such 
subject to tv ' ‘ AVe becn P rea cribed by the Board of Directors 
5» , ‘ *° of thin m U,e Charter Act. . > . 


(b) 

(c) 
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(e) The floatation and management of sterling loans on bphaif of the 

Government of India in the name of the Secretary of State for India 
in Council. 

• » ' a 

(f) The management of the balances of the Government of India in England 

in addition to such other business as buying and selling of Gold 
or Silver Bullion as may be prescribed for the Bank in India and 
may be specially ordered b}' the Directors to be carried^ut b\ the 
London Branch. 

GOVERNANCE OF NON-INDIAN BRANCHES. 


S6. The London and all other Foreign Branches of the Bank aforesaid shall 
be governed under the provisions of this Act by a manager appointed by the Di¬ 
rectors in India aided by a Council of three members selected from among the 
most important customers of the Foreign Branch or its officeis including the 
Chief Accountant of the Branch, the Secretary if any, and the Head Lash it 1. 


economy of precious metals. 

Qfr The imperial Bank of India shall help to economise the use of metallic 

Currency by »" ***■<**>« *° 

of this end. 

88 The Imperial Bank of India aln.ll unMfc to remit money free of 
charge for its customers between any two places in India whether or not the pa, y 
Worn the money is remitted U, customer of the Bank at its Head Off ce or my 
one of the Branches or ,t«eneies, provided always that the Bank shall be at fiber y 
to prescribe any such conditions ns to a minimum balance of deposits, 4c., » ' 

X ^ B-d »< ffireetors of 

also xmdertake to collect Government taxes, subscription n ]ar 

for Insurance - Companies and similar other payments ok ( . 01H iitious 

ciisi.oim.-rs and recurring periodically, free of charge, subjeit to it' 
about a minimum balance, &c-, as may be imposed by the Directors o 

8«J. The Bank aforesaid shall uncki take tomittanco business between distant 

okcp8 in India on account of person-s other than the regular customer* of the Bank 
L a charge which shall be lower by fifty per . «nt. of the charge now made for 
sindlar bU»V <l,c Post Office under the heading of money orders sub], et t„ 
renditions a, to the minimum sum remitted, &c., as may be prescribed by 
the Board of Director* in that behalf. 

yO The Imperial Bank may require all its customers to domicile the bills 
receivable by them with the Bank and make all bills payable by them through the 
v Q f Bank and impose such conditions as to the minimum balance in tins 

bXtf as may seem fit to the directors of the Bank. 

ANNUAL report of the bank. 

I U i -h-,11 nnbJisli Annua,!, account of its operation* 

•'*£ si-- ——“*■ “• 
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provisions of this Act, or of the Bank Charter Act, together with a review of the- 
salient features of the year’s business and shall submit the same to the 
Committee of Supervision constituted.under the authority of the next follo.wini: 
section. 


COMMITTEE OF SUPERVISION. 

b2. A committee to be called the Committee of Supervision over the Imperial 
Bank of India shall be constituted by the Government of India and shall consist 
of not more than seven members three of whom shall be the Finance Member 
and the Member for Industries and Commerce in the Executive Council of the 
Governor-General and the Financial Secretary to the Government of India and 
the remaining four chosen by a resolution of the Legislative assembly from amom* 
its members representing Indian Commerce and Industry. 

93. This Committee shall consider and repoj \ upon the working of the Imperial 
Bank of India with special reference to the issue, of Currency-Notes and all other 
business incidental thereto as well as the use and extent of the transfer system 
the purchase and sale of Bullion and securities for the Currency reserve and tin- 
operations in this behalf of the foreign Branches of the Bank. The Committee of 
supervision shall draw the attention of the Bank Authorities as well as of the legis¬ 
lature to any evasion or breach of the law and shall furnish explanation on ap-. 
doubtful point of law Which shall be authoritative for the Bank and binding upon 
the* Bank. 


VM. The Committee of Supervision shall be entitled to ask the Bank to Spc-n 
new Branches in places specified by the committee, to suspend existing Branches 
or to add to or diminish their powers, to write off bad debtor realise depreciating 
securit les, to suspend, remove, censure, or advance any officer or servant pf the Bank. 

EXAMINERS. 

,'tfi. The Committee of Supervboon shall appoint a number of jffixan\iuers nor 
exceeding one-tenth in number of the total branches of the Imperial Bank of India 
n India and one additional fix;!miner for the branches in each foreign, country 

the h’ 3ha11 VKiUw the °P« ratious of cv «y b ^nch as WeU as 

the Head Office and every agency of thc Imperial Bank and shall have , . 

make a thorough examination of all the affairs of the Bank. * l*t'w<*r to 

In conducting such examination the Examiner shall have 
any officer or servant or agent of the Bank on oath and after ‘° 

shall make u thorough and detailed report to 1 1 y ( ' Xarain «tion 

« ^urinations shall take place at least 1 , ' 

“ 1,1 advanee the examination, hrovided'T & ^ ^ “ 0 ^ ***** 
Committee may direct at any moment a so • ' how °^ 8r tLat lhe Su P erv,sw " 

Branch or Agency of the Bank aforesaid"" eXamination * be he,d , of ; n,v 

of India an 1 H 1U " ^ ^ htXailunp . M shall be paid from the current revenue'- 

Hovern sunn nets shall be regarded in all respects as the Officers «>l ’ !li 

°vnrnment of India. 
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These Examiners shall he appointed by the Committee of Supervision and shall 
not be removable from their office except for proved misconduct and upon a 
resolution of the Legislative Assembly specially passed in that behalf. 


The salaries of the Examiners shall be fixed by the Committee of Supervision 
subject to the approval of the Legislative Assembly. 

98. The expense of the examination including the travelling charges of the 
Examiners and their halting and other allowances shall be charged upon the 
and shall be -governed by the Civil Service Rules in respect of these ■ hai n t 


The examination provided in this and the foregoing sections shall be indepen 
dent and exclusive of such arrangements for -the audit of the Bank accounts as 
may be made by the Bank itself or be required under the provisions of the Bank 
Charter Act. 


99. Any Manager, Director or other Officer of the Bank offering any gratuiiy 
gift, consideration' of anv kind to an Examiner and convicted in *» l 110 ?* 

this offence shall be punishable by line not exceeding Five Thousand Rupees 
and shall be liable to dismissal from the service of the Bank and declared unfit 
for any appointment under the Government in any other department. 

100. The Charter granted to the Bank under the Charter Act and embodying 
the privileges mentioned in this Act and others detailed in the Charter Act shall 
expire ten years after the date of the coining into effect of the first charter but 
shali be capable of renewal by fresh Legislation which may change any of tin- 
provisions relating to the administration supervision and examination of the 
Bank and its Branches as well as the right of the state to be represented on t ,e 
Board of Directors by a prescribed number of official Directors as wt i , 

of the State in the profits of the Bank or the tax on excess Note is. u 

on the movable or immovable property held or owned by the Ban'Oi ie \ 

or any other duty payable by the Bank as a lump sum or ail} otlui ( 011,11 jii 
to the public exchequer. Provided that, the provisions of this Act relating to the 
Noie ih^ue the transfer and remittance business the purchase and sale of Gold 
Puiljoii in connection with the paper currency shall not he altered except as pro¬ 
vided for a Constitutional Act. 
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